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THE WHITE HOUSE
WASHINGTON

Mr. President:

Attached are the income support
prices and loan rates that you

requested from Charles Schultze
today.

Rick (wds)
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DEPARTMENT OF AGRICULTURE
OFFICE OF THE SECRETARY
WASHINGTON, D. C. 20250

The President
The White House

MEMORANDUM FOR:

THROUGH: Charles L. Schultze, Chairman
Council of Economic Advisers
SUBJECT: Farm Income and Price Support Levels for 1978

The income and market price support levels that are consistent with your
directive of a $2.60 per bushel maximum income support level for the 1978

wheat crop are as follows:

Income Support Prices

]978 Legislative Proposals

Commodity : 1976 1977 : Talmadge Vetoed
actual :(1973 Act) :  Admin. S. 275 1975
: Proposal* : Bill Bill
Wheat 2.29 2.47 2.60 2.91 3.81
Corn . 1.57 1.70 1.75 2.28 2.62
Cotton : .43 .4758 .475 511 .584
Rice 8.25 8.40 6.75 -———- -——-

* Baseé upon preliminary cost and yield data for 1976 and, therefore

subject to minor adjustment.

Market Price Supports 1/

1978 Legislative Proposals:

Commodity : 1976 1977 Talmadge Vetoed
actual Proposed :  Admin. S. 275 1975

(Admin.) : Proposal Bill Bill

Wheat 2.25 2.25 2.25 2.18 3.07
Corn 1.50 1.75 2.00 1.71 2.18
Soybeans : 2.50 3.50 4.00 4.02 3.64
Cotton : .37 426 .51 .383 .486
Rice 6.19 6.19 6.19 ———- —-—-

Electrostatic Copy Made

BOB BERGLAND
Secretary

PRI Y

for Pre: vatlon Purposes
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THE WHITE HOUSE

WASHINGTON

March 23, 1977

MEMORANDUM TO: Rick Hutcheson
FROM: Jack Watson

RE: MINIMUM WAGE LEGISLATION

Attached are memoranda for the
President from Mike Blumenthal, Ray
Marshall and Stu Eizenstat on the Minimum
Wage Legislation. There is a separate
memorandum from Charles Schultze on the
subject which the President has already
read.

Stu and I have both recommended
that Blumenthal, Schultze and Marshall
meet briefly with the President this
afternoon rather than have him wade
through all of the attached documents.
A meeting would save time and produce
a more informed result.

Attachments
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THE WHITE HOUSE
WASHINGTON

3/11/77

For Your Information:

For Appropriate Handling: [

Robert D. Linder
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THE WHITE HOUSE
WASHINGTON

March 14, 1977

Rick Hutcheson:

I believe additional information is
required before this goes to the
President and suggest that the group
described in my recommendation be

charged with gathering it.

Stu
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The perspective with which we begin, therefore, is the income security system
-- the totality of interventions by which society attempts to ensure that
the income needed to obtain necessary goods and services is available to all
citizens. It is made up of four basic systems: The employment system;

the savings system; the social insurance system; and the income assistance
system (a term we shall use hereafter to include all "means-tested"* or
"welfare" programs). In the pages that follow, we shall briefly describe
the role of government in each of these systems. The appendices provide a
glossary of terms that will be used in this and the following papers, and
descriptions of individual government programs within the social insurance
and income assistance systems.

EMPLOYMENT

Earnings are the most important source of income in our economy. In 1974,
89 percent of all families and 62 percent of all unrelated individuals
(persons living alone) had some earnings during the year. Among families
below the official poverty threshold, 62 percent had earnings. Even among
low income unrelated individuals, whose median age is 61, 35 percent had
some earnings during 1974.

Our socijal expectations are that those physically and mentally able to enga
in productive employment activities should rely heavily upon their own effo
to provide income for their basic consumption needs. For this reason, the

Federal Government strives, in its economic policies and its income security

policies, to increase total employment and to reduce the need for non-empioy-
ment income support. Such policies include the following:

ge
rts

>

Macro-economic Policies

Federal fiscal and monetary policies influence the total demand for goods

and services and, as a result, total employment and the rate of unemployment.
Particularly since the 1930's, an important function of the Federal Government
has been to regulate the money supply, and to adopt spending and taxation
policies that pursue "full employment". For a variety of reasons, however,
the goal of full employment has not been easy to achieve. Indeed, there has
been considerable policy debate about the definition of full employment.

Direct Job Provision

Governments create jobs directly as well as indirectly. The Federal Govern-
ment sponsors some 300,000 Public Service Employment (PSE) jobs through the
Comprehensive Employment and Training Act. With proposed new legislation,
this number is expected to increase to about 600,000 over the next year.

*By "means-tested" we mean any program that is conditioned on total family
income from any source. Such a program may or may not have an assets test
as well.
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While these programs are variously designed to meet a broad range of needs,
they share two common characteristics:

1. Eligibility for benefits is conditioned upon previous work in
covered employment; benefit levels are often related, although
not precisely, to previous earning levels.

2. Eligibility is conditioned upon the occurrence of a particular
event such as unemployment, illness, disability, retirement, or
the death of a principal earner. The social insurance programs
are income-conditioned in the sense that the degree of earnings
loss that results from this event can affect eligibility for or
the amount of benefits received.

These social insurance programs provide an important supplement to employ-
ment income and savings. Because social insurance benefits do not depend
upon total family income from all sources, such benefits are paid mostly to
the non-poor. But many individuals and families who would otherwise be in
poverty have been assisted by these programs.

Despite the size of our social insurance expenditures, the original conception
of the 1935 Social Security Act -- that the restoration of full employment

and the maturation of the social insurance programs would meet virtually all
the income support needs of American citizens -- has not been realized. In
large measure, this has been due to our inability to achieve full employment;
in fact, because of our concern regarding inflation, the policies of the
Federal Government in many instances have deliberately permitted an increase
in unemployment. While employment income and social insurance benefits are
the most important income sources for the low-income population, some persons
cannot earn or qualify for such income, and for many others it is not adequate
to meet basic needs.

INCOME ASSISTANCE PROGRAMS

For those with insufficient earnings, savings, and social insurance, the
income assistance programs -- the ones commonly referred to as “welfare" --
are available, in greater or lesser degree, to provide additional help in
meeting basic consumption needs. The income assistance programs provide
benefits in several forms, and are financed and administered at several
different levels of government. Some provide assistance in cash (e.g., Aid
to Families with Dependent Children and Supplemental Security Income), some
in vouchers or "near-cash" {e.g., Food Stamps), and yet others provide
benefits strictly in-kind (e.g., housing, school  lunches). Some programs are
Federally financed and administered, some are Federally financed and State
administered, some are jointly funded and State administered, and some are
wholly financed and administered by States. In addition, in many States
Tocal governments share in both program financing and administration.

Only one program (Food Stamps) can assist all low-income people; all of the
other programs are categorical (i.e., available on the basis of age, disability,
dependency or some other factor in addition to current income need).
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Nine major income assistance programs expend almost $50 billion per year

(by major, we mean programs currently providing over one billion dollars

per year in assistance; see Table 2). Appendix A provides brief descriptions
of all these programs.

In addition to these basic income support programs, there are other programs
that assist the low-income population and, indeed, interact with the major
welfare programs. Examples include the social service programs financed
through Titles XX and IV-B of the Social Security Act and the child nutrition
programs.

Finally, there is the tax system. To date, the tax system has not been a
significant source of income support for the Tow income population. Only

in the case of the earned income credit are actual payments provided to
eligible recipients. On the other hand, the tax system determines how much
of one's income is available for savings and consumption and influences
employment, education, investment, etc. The tax system contains measures

of well-being in the way income is defined and inthe amount of the exemptions
that can be taken against income. Some people have suggested that the tax
system could be utilized as an important mechanism for income support.

Characteristics of Income Assistance Pregrams

The programs that comprise the income assistance system are, as discussed in
the next section, diverse in a variety of ways. They do, however, share
certain technical characteristics that are central to the policy issues
involved in welfare reform. This section will introduce and define six of
these characteristics and very briefly indicate their importance to major
auestions of social policy. This will serve both to introduce a set of
terms that will be used frequently when comparing welfare reform options

and to provide a bridge to succeeding papers.

Basic Benefit. The basic benefit level {or "guarantee") is the benefit an

eligible unit would receive if the unit had no income during the period in
question. Therefore, the basic benefit level is a principal measure of the
adequacy of a program's benefits.

Several controversial issues of public policy center around the adequacy of
the hasic benefit levels. For example, should transfer program payment
Tevels vary according to regional differences in the cost-of-1iving or the
standard-of-1iving? Should Tocal or national preferences determine adequacy?
Should the definition of adequacy vary according to the age, health, or
employability of the recipient?
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These questions are made more difficult by the fact that most recipients bene-
fit from more than one program. In the case of the aged, for example, it mdy
not be relevant to assess the adequacy of the minimum benefit in social
security without taking into account the Supplemental Security Income Program
which can supplement this benefit if no other income or resources are present.
Simitarly, the adequacy ot AFDC benefits alone is not the relevant measure
since all AFDC families are categorically eligible for Medicaid and the vast
majority for Food Stamps as well.

Benefit Reduction Rate. The benefit reduction rate (or "marginal tax rate")
is the percentage of additicnal earnings (or other income) that is "taxed
away" through a decrease in the basic benefit. Unless society wishes to
provide transfer benefits to everyone, it must reduce benefits to zero at

some point. The rate at which this occurs affects the reward for additional
work and thus the work effort of welfare recipients.

Once again, this issue is complicated by the fact that most recipients bene-
fit from more than one program. As a result, the relevant measure is the
cumulative benefit reduction rate from all of the means-tested transfer and
tax programs in which the beneficiary participates.

The whole question of work effort and iabor supply has been at the center of
the welfare reform debate for many years. This is a sensitive issue which
combines deeply felt social values and sophisticated econometrics and labor
economics. It is also inextricably connected to the issues surrounding the
income definition, basic benefit level, and breakeven level.

Breakeven Level of Income. The breakeven level is /he income at which a

unit no longer receives program benefits. Obviousiy, the higher the breakeven
level, &1l else equal, the more expensive the program will be. Higher
breakeven levels also imply that a Tower percentage of the benefits are going
to those at the very bottom of the income distribution. For the same basic
benefit level, the lower the benefit reduction rate, the higher the breakeven
level. Thus, there is a continuing tension, in any transfer program, between
providing financial incentives to work, keeping program costs low, and tar-
geting benefits on the Towest incomes.

An interesting example of this tension occurred during the debate over Food
Stamps in the last Congress. While there was Tittle support for decreasing
the basic benefit levels or increasing the benefit reduction rate, there

was considerable support for Towering the breakeven level. Some of this
pressure surfaced in proposals to decrease the deductions permitted from gross
income. Another proposal was to cut-off eligibility at the poverty line.

In both cases, although the formal benefit reduction rate would be unchanged,
the reward from work would have been decreased. In some instances, a small
increase in earnings would have resulted in a larger decrease in benefits
amounting to a financial penalty to work. In the end, nothing was enacted.

Countable Income. Countable income is the income measure used to determine
program eligibility and the benefit level. The definition of income is a
critical component of any income conditioned program, as students of the
Federal income tax are well aware. Permitting extensive exclusions or deduc-
tions from income both creates issues of horizontal equity and forces marginal
tax rates higher. This is as true for transfer programs as it is for an
income tax.
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Ore result of this agreement is that basic benefit levels and

the Federal share of the AFDC basic benefit vary widely among the
States to families that are otherwise identical. Annual AFDC
basic benefit levels for four-person families with no other
income vary from $5964 in Hawaii to $720 in Mississippi. The
Federal share of the AFDC basic benefit to such a four-person
family varies from $3075 in Vermont to $600 in Mississippi.

¢ The largest welfare program, Medicaid, bases eligibility in most
instances on participation in other programs. For example,
AFDC recipients are “"categorically eligible" for Medicaid. Benefits
are in-kind and, as in AFDC, the Federal share varies widely among
States.

& A 'last resort’ program for most low-income Americans is General
Assistance. This program operates solely at State and local
discretion and provides uneven, unsure, and usually temporary
income support.

No two of these programs are congruent in Federal, State, or local roles
and responsibilities.

Interdependence. There are many interdependencies in the income security
area. These interdependencies are found among programs and, perhaps more
importantly, among income support systems.

Program interdependencies arise partially because mest transfer recipients
receive benefits from more than one program. A 1972 study of six low income
areas conducted by the General Accounting Office found:

o Of households which receive benefits, those receiving only one
benefit were atypical -- from 60 to 75 percent of beneficiary
households received benefits from more than one progran.

¢ From 10 to 25 percent of beneficiary households benefited from
five or more different programs.

The number of programs and receipients has grown since this study was completed.

Some problems of program interdependence are well known. For example,
eligibility for Medicaid, for many, is conditioned upon receipt of AFDC
benefits. This means that an AFDC family that earns enough income to lose
AFDC eligibility may also lose all Medicaid benefits. For such a family,

an additional dollar of earnings may cost the family hundreds, or even
thousands, of dollars in benefits. Moreover, because of this interdependence,
welfare reform necessarily raises questions about health insurance, at least
for the low-income population. 1In 1970, the Nixon Administration welfare
reform proposal, the Family Assistance Plan, was sent back to HEW by the
Finance Committee so that the implications for Medicaid eligibility could

be more fully explored. Program interrelationships of this type will be
examined carefully in future papers.
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® Protection Against Catastrophic Expenses. Other approaches and programs
may be necessary to protect people against the impact of catastrophic
events, such as severa illness or natural disaster. These income needs,
which are irregular, unpredictable and potentially very large, are
different from the need for basic income to cover regular and predict-
able consumption.

@ Protection against interrupted earnings. Another threat to income se-
curity is the risk of income loss because of the unemployment, extended
illness or disability, retirement, or death of the principal wage earner.

Just as there are several fundamental purposes or objectives of an income security
system, so also there are several motivations for society to engage in redistri-
bution of income. Those usually cited are the impulse of humanitarian concern,
the desire for income certainty, the desire for social stability, the desire to
correct for unequal opportunity, and, though less widely shared, the concern over
income inequality.

® Humanitarian Concern. To a large extent, the public transfer programs
reflect the “caring” or “sympathetic" aspect of human nature. We will
not permit other human beings, with whom we have strong feelings of
kinship, to go with their basic consumption needs unmet.

® Risk Aversion. Most people value family stability and income certainty.
These values underlie programs designed to cushion against sudden
income drops or catastrophic expenditures.

e Equality of Cpportunity. The presumption behind programs to insure
equality of opportunity is that the society is not fundamentally fair
unless citizens enter our competitive economic and political processes
equipped with basic skills and physical well-being and do not encounter
irraticnal discrimination in employment. The belief is that efforts
to achieve equality of opportunity will, in time, reduce income and
wealth disparities to only those which exist because of differential
ability and effort. We have traditionally concentrated our public
expenditures in the pursuit of equality of opportunity on attempting
to increase the individual's potential for future earnings and wealth
accumulation and enforcing anti-discrimination statutes and orders.

In addition, however, some public income transfers {(e.g., AFDC and
Medicaid) can be justified on the grounds that they too help equip
individuals for participation in our economic and political systems.

@ Equality of Results. Social policy in America has traditionally
stressed equality of opportunity more than equality of results. It
cannot be denied that public income transfers reduce the degree of
income inequality, but rarely is this cited as a goal of these
programs. Some argue that greater equality of ends is a desirable
social goal, if only because there can be no perfect equality of
opportunity. Whatever the merits of these positions, the political
debate over welfare reform will involve to some degree an assessment
of the extent to which income inequality should be reduced.
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Adequacy. An income assistance system should be designed and integrated
with the employment and social insurance systems so that all people --
including those who can and cannot work -- have access to a minimum income.
It is important to remember that adequacy relates to total available income,
including earnings, and not just to the benefit level of a particular income
assistance program.

Equity. Equity has two dimensions. Horizontal equity requires that
people in the same circumstances be treated in the same manner. This
means that people with the same need should receive the same assistance.
and that people should receive equal pay for equal work. What constitutes
"same circumstances" is a matter of some controversy. Vertical equity
requires that people with greater needs should receive more assistance.

At the same time, vertical equity requires that people who earn more, or
who have caved more. should have more total income.

Target Efficiency. Assuming a focus on the low-income population, target
efficiency means that assistance should be concentrated on those most

in need. Although related to the criterion of vertical equity, target
efficiency extends beyond the treatment of particular individuals to
measure the overall efficiency of an assistance program in reaching its
target population.

Work Incentives. The system should encourage self-sufficiency. People
who are able to work should find it strongly in their interest to work.
Thus, those who work and earn more should have higher total incomes.

Emplovability. To the extent that the system can increase the employability
of people by providing them with work experience, it will promote self-
sufficiency.

Self-Image. The system should help people in a manner that does not
undermine pride, self-respect, or the desire to be self-sufficient.

Family Stability. The system should encourage family stability. It
should avoid incentives for family dissolution and disincentives for
family forimation, and should be as neutral as possible toward increases
in family size.

Saving Incentives. The system should encourage private provision for
future income security. People who have saved and invested to protect
themselves from adverse economic conditions should benefit from their
forethought. ‘

Charity and Intra-family Transfers. The system should encourage private
charity and the fulfillment of family obligations (such as child support).

Treatment of Recipients. Those who need assistance should be treated in
a manner that is dignified and compassionate, that avoids stigma, and
promotes independence.
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Target efficiency measures the success with which programs target benefits
on need. Just as people disagree on the appropriate standard of adequacy,
so they also disagree on the appropriate measure of need and, consequently,
the appropriate definition of the target population. Various means exist
for conditioning benefits on some assessment of need. The general methods
that can be used, either separately or combined, are income-conditioning
and categorization. Income-~conditioned benefits vary with the income of
the recipient unit. Categorical bhenefits are extended to certain defined
groups of people on the basis of personal characteristics (e.g., unemploy-
ment or disability), or family composition (e.g., single-parent), or
events (e.g., death of wage earner).

The target efficiency criterion may conflict with other criteria in
several ways:

o Though some wish to concentrate benefits on those most in need
and to prohibit payments to families with income above the
standard of adequacy, others argue that the resulting benefit
structure undermines vertical equity and creates severe work
disincentives by removing the reward for work.

¢ Some believe that, for target efficiency purposes., benefits should
not be paid to households with a non-aged, able-bodied adult.
Others believe that such categorization violates the concept of
horizontal equity, since it denies assistance to equally poor
families (most of which have a working adult), and that such
distinctions are difficult to make in practice.

& Many beiieve that categorical assistance tc single parent families
creates incentives for family dissolution and disincentives for

marriadge.

® Though many believe that means-testing is desirable to improve
target efficiency, others peilieve that means-testing is undesirable
because it stigmatizes the poor.

Equity is also a principle more easily stated than defined. Many of the
most heated debates about income assistance policy center on different
conceptions of equity. Assessment of need and the definition of similar
circumstances is a major source of disagreement. Differences over cate-
gorization and cost-of-l1iving variations are reiatively easy to consider,
but even a seemingly simple assessment of need -- income -- can involve
significant disagreement on equity grounds. Mecst agree, for example,

that the unavoidable expenses of earning income should be deducted from
income which is counted for the purpose of determining eligibility and
benefits. But what is unavoidable? Tools, materials, taxes, union dues,
work clothes, day care, maid services, transportation, and many other items
are suggested candidates for deduction from gross income. To what level
of detail should we go to define similar circumstances? Lach variable
which is taken into account increases the degree of differential treatment
of people with similar gross incomes. Thus, this approach to equity will
increase the degree of horizontal inequity and target inefficiency (as
measured by gross income) beyond that which we may prefer.
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o The jssues involved in preserving incentives for savings and private
charity closely reflect the work incentive issues. The existence of
income maintenance reduces the need for savings and charity, and the
reduction of benefits on account of income from these sources reduces
the reward for prudence and the incentive to give. Concern for these
incentives, as for work effort, may conflict with the criteria of
adequacy, target efficiency, and equity.

o Concern for the effects of income assistance on earnings capacity and
self-image may lead to an emphasis on employment assistance for some
households. This concern may confiict with target efficiency and
equity criteria (if benefits are not related to income), and admini-
strative efficiency and simplicity (if benefits are related to both
income and work effort).

o Administrative efficiency and management control may be consistent
with policy coherency, clarity, and simplicity. On the other hand,
these criteria may conflict with notions of adequacy and equity that
require individualized assessment of needs., or with notions of target
efficiency and work incentives that may require categorization and
individualized prescriptions for work or training.

It should now be evident that it is impossible to satisfy all the objectives des-
cribed above. The resolution of disagreements and trade-offs among objectives
will reauire us to confront some fundamental issues of social policy and make some
difficult choices.

MAJOR DESIGN TISSUES

The conflicts and trade-offs implicit in the above criteria reveal a cross-current
of major policy issues. These issues are basic; they involve questions of who

would be covered by an income security system, how they should be assisted, how

much they should be assured, and what conditions they should meet. These issues,
which follow, are normative; their resolution requires value judgments in the design
of any system of income maintenance.

Coverage. Through social insurance, means-tested cash and Food Stamps, the current
inceme maintenance system covers, to some extent, 311 low-income individuals and
families. Society has already determined that no one with inadequate income will
be excluded from scme form of assistance, regardless of personal characteristics.

Categorization. On the other hand, the current income maintenance structure re-
flects a traditional social preference to provide movre income support for some
demographic groups than others. A decision to classify the Tow-income populaticn
into mutually exclusive categories will reguire controversial judgments about
equity, work incentives, and our diagnosis of the reasons for low incomes.
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¢ Criteria of Need that are most often suggested are an event '
(e.qg., unemployment or retirement), a condition of dependency
(e.g., single-parent family, disability), income level, earnings
level, or wage rate. FEach of these is used in the current income
security system. Each has a different implication for target
efficiency, and each (except for income) has a different relation-
ship to low-income status.

e Flexibility in assessment of need, whether in the determination
of eligibility, benefit levels, or countable income, is used to
vary assistance according to particular circumstances. Some consider
flexibility to be necessary for adequacy, equity, or target
efficiency. However, flexibility requires discretion which can
lead to the arbitrary treatment of recipients.

Work Tests. As noted, several of the current means-tested programs

(e.a., AFDC and Food-Stamps) and several of the social insurance programs
(i.e., Unemployment Insurance and any program based on disability) have a
reguirement that the recipient participate in job counseling, vocational
rehabilitation and placement services; engage in job search; and/or accept
a job when offered. Work tests are different from pure work-conditioned
transfers in that Tabor is not exchanged for the grant and total income
(employment income plus any income transfer) depends on family size and
other factors as well as the wage rate. The work test issue has been
traditionally linked to the issue of demographic categorization. We did
not provide means-tested assistance to those whom we expected to work.
Increasingly, work tests have become a major issue in public welfare as
our social judgzments as to which demogrephic groupings should be expected
to work have changed and as the coverage of these programs has broadened.
The question of whether or not a means-tested program should have a work
test has implications for the government's overeil labor market strategies
and macro~economic policy, the consistency between and integration of
Unemployment Insurance and means-tested transfers, and the amount of
resources that shouid be devoted to day care, job training, and social
services.

Integration with Other Components of the Income Security System. In
describing the context of welfare reform, the first paper outlined the
relation of the income assistance system to the employment system, the
social insurance system, and the tax system. Thus, the integration of
these systems should be an important consideration in the evaluation
of any welfare reform proposal.

¢ Income Assistance and Social Insurance are the two major
components of the income maintenance system. Though there
are strong imperatives toward welfare reform, there exist
equally strong pressures for changes and expansions in the social
insurance system. This is most evident in the area of medical
care. In addition, there are several proposals to expand the
coverage of Survivors Insurance (e.g., equal treatment for
widowers, homemakers credits, coverage of divorce or long-term
separation).
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MAJOR RELATED ISSUES

Any decision to change substantially the manner in which the income
maintenance system treats the Tow-income population will involve explicit
or implicit choices about some major social issues. Because these choices
are not always apparent even when we discuss the tradeoffs outlined above,
it is useful to have a listing of these majer issues in mind as different
alternatives are debated.

Aggregate Income Redistribution. Underlying the welfare reform debate and
the discussion of other new initiatives in income maintenance (e.g., national
health insurance) is the question of the aggregate income distribution across
the entire U.S. population. The degree of inequality in the distribution of
income in the U.S. is in excess of what some would prefer. Others would
prefer less use of tax revenues to reduce inequality. To what extent should
income redistribution be a focal point of the welfare reform debate? A
different way of posing this issue is: What are society's preferences for
the percent of the population to be covered by various components of the
income security system, especially the means-tested component(s)?

Private Sector Share of CNP. In the last few years, there has been an

xpressed concern with the fraction of national output flowing through the
public sector. This 1is, of course, explicit in President Carter's commitment
to maintain the Federal share of GNP below 22 percent. This issue has two
dimensions. What should be the relative roles of the public and private
sectors in income security? For example, less reliance on Social Security
and SSI (public mechanisms of income transfer) might encourage greater
reliance on pensions and insurance (private collective mechanisms of income
transfer). That shift, however, also could bring increased government
regulation of and mandating of participation in those private mechanisms.
The other dimension, which is relevant to possible work-conditioned programs
as a vehicle for income assistance, is the appropriate balance in cur demand
for public vs. private goods and services.

Stigma and Contre . Any discussion of income maintenance in a society that
values individua: TPiberty inevitably involves an examination of what Timits,
if any, should be placed on classifying recipients as "different" from
taxpayers. An accompanying issue is to what extent should income maintenance
be used as a means to regulate the consumption habits, work behavior, and
family Tives of recipients. The proponents of certain approaches to income
maintenance -- social insurance; a universal demogrant such as a Children's
Altowance; complete tax-transfer integration -- argue that the society is
Tess Tikely to stigmatize or regulate the low-income population if those
approaches are used to provide minimum consumption needs. Clearly, this
issug is not one-sided, for taxpayers have their freedom diminished when
required to contribute to another's livelihood.
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Compared to the Fedeval Governwent, the States and Tocal governments
experience greater difficultly in adjusting program budgets primarily in
their purview (e.g., AFDC and General Assistance) to compensate for economic
downturns and, in some cases, have had to cut income assistance while
unemployment and need were increasing.

Summary

This paper has discussed the broad purposes of the income security system
and the criteria by which specific welfare reform proposals should be
judged. These criteria frequently are in conflict and, as a result,
produce difficult trade-offs. Most of these trade-offs revolve around a
set of issues that must be resolved in the design of any income security
system. In addition, there are a variety of over-arching issues that
relate to the econcomic and social forces that shape our society. MWhat
emerges from this analysis is a range of very complex decisions. The
welfare reform landscape is replete with such choices and this is what
has made welfare reform difficult to achieve. Different people mean
different things by welfare reform, and they have different ways of
describing them. If this paper is successful, it will make it possible
for each participant to use a comnon language in describing his own
proposals and criticizing those of his colleagues. t will also provide
a check-1ist whereby each proposal can be evaluated according to a
common set of criteria.
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Some Explanatory Notes

This paper provides an overview of the size and composition of the low-
income population, changes in the composition of this population over -
time, and the role of government transfer programs in assisting low-income
persons to move out of poverty.

Primarily, we summarize the status of the low income population with
reference to the official U.S. poverty thresholds as these are the

most widely accepted standards of minimal consumpticn adequacy. - The
data have come principally from the annual current Population Surveys
of the Bureau of the Census. In addition, we have drawn upcn analyses
provided by the Congressional Budget Office and other scholarly studies.

We begin with some definitions:

1. Income Concepts

Four income concepts are used throughout this paper: before-transrer,
after-cash transfer, after in-kind transfers and after tax. Before-
transfer income refers to earnings wages, property income and private
transfer (e.g., private pension} income. After-casnh transfer income
includes before-transfer income plus cash transfers from the government
(e.g., social security retirement pension income, AFDC benefits).

After in-kind transfer income includes after-cash transfer income

plus the expenditures by the government on in-kind transfers {e.g
Medicaid, bonus value of food stamps). After tax income is after
in-kind transfer income less personal taxes.

2. Recipient Unit Concepts

Four recipient unit concepts are used throughout this paper.

Families refer to two or more persons related by blood or marriage
and living in the same gquarters. Unattached individuals are single
persons who may or may not be living alone. The number of househcids
is the sum of the number of families and the number of unattacned
individuals (households in this paper differs from the conventional
use of this term). Persons in poverty refer to all members of
households in which income is below the poverty threshold.

3. Poverty Thresholds

The poverty thresholds, originally developed by the Social Security
Administration, vary by age, size of household, and with farm or
nonfarm residence to reflect a minimum adequate level of consumption.
They vary from year to year with the price level.
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Poverty Defined

This section summarizes different approaches to the definition and
measurement of poverty. Three representative measures used to

divide the population into those who are poor and those who are not
are: (1) the official poverty thresholds; (2) the upper income 1imit
demarcating the bottom fifth of the population; and (3) half the median
income,

¢ The official government poverty thresholds are the most widely
used measure of poverty for statistical purposes. They were
originally derived by: (1) defining the nutritional needs of
families of different sizes and composition; (2) deciding which
foods low-income families could buy cheaply which would meet those
needs; (3) pricing this market basket; and (4) multiplying the
result for most families by a factor reflecting the average
expenditure of a family on focd. The thresholds are raised sach
year to adjust for inflation.

The poverty thresholds of need were derived from and refer to
consumption potential afforded by cash income only. Some goods

and services provided through public or private sources to alleviate
poverty -- that is to extend the consumption potential of the poor --
are not considered here. In the same way, they are not taken into
account in assessing total consumption potential of the many house-
holds above the poverty line who receive such noncash goods and
services as a condition of employment or through the same public
programs that provide for the poor.

¢ There are several limitations to the use of the official thresnolas.
For example, they could be updated to account for changing
consumption patterns. 0One such attempt raises all the poverty
thresholds which in turn substantially raised the proportion of
persons in poverty. Further, the official poverty thresholds are
based on cash income (including cash transfers) only. This
measure does not incorporate additional consumption resulting
from in-kind transfers, public or private. Ideally, a higher set
of thresholds should be developed to reflect this. Nevertheless,
in some instances where it is feasible and important, the benefits
of in-kind transfers will be included in income with no adjustment
to the poverty threshold. The result is to somewhat understate
the proportion of the population in poverty.

e Thus, the poverty thresholds comprise one standard of "adequate”
consumption. They are obviously a fairly arbitrary standard held
constant, in real dollars, over time.
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The composition and numbers of poér persons differ significantly depending
on how the poor are counted. For example, in a recent HEW report submitted
to Congress, the number of poor persons under the "official definition™
was 24.4 million for the year 1975. 1If, however, the current "official
definition” was adjusted to reflect revised nutritional requirements and
food/nonfood consumption expenditure relationships, the number in poverty
increases to 37.5 million. The latter definition is approximately ecual
to the original poverty line (official definition) brought up-to-aate.

This adjustment would represent some attempt to incorporate intc the
measure of poverty the changing 1iving standards arising from increased

n

(@]
ct
48]
-

productivity and/or rising real income of the population. On the
hand, the "official definition" has been changed only to reflect price
change since 1963. Unfortunately, the detajled tabulations that would be
necessary to analyze the pre-transfer/post-transfer poverty population
under these alternative definitions are only nbw becoming available. Thus,
the data in section 5 are limited to the "official definition". They
should, of course, be viewed with caution because different segments of

the population tend to cluster at different places along the income distri-
bution. Accordingly, the demographic and socio-economic description of

the poor will vary with the definition used for selection.
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e An equally reasonable standard is one derived from representative con-
sumption levels in a given year. Families at the median income can be
taken to be "representative", and one widely used measure sets the poverty
threshold at half the median income. (The choice of one-half the median
rather than say 40 percent is, of course, arbitrary.) This threshold
rises through time not only because of price level increases, but aiso
because of growing productivity. These poverty measures -- the proportion
of persons below half the median income and the share of total income

received by the poor defined in this way -- are measures o7 the degree of

income inequality.
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o Some believe that concern with poverty is, in the end, a concern over
distributive justice and that frankly egalitarian measures shgu]d be
employed to determine who the poor are. The most commonly used of such
measures sets the poverty threshold at the income level demarcating the
bottom fifth of families and of unrelated individuals. The income level
at this boundary line rose by 86 percent between 1965 and 1974. This
measure relates poverty to one's position in the income distribution, %o
the proportion of households below this standard, and to the share o7
total income going to the poor. It bears no necessary relationsnip to
changes in the price level cr to changes in productivity. Poverty is

affected only by changes in the shape of the income distribution.

A1l three measures put about the same proportion of families in poverty in 1960
and gave them about the same share of income. Since that time, however, the
proportion of families in poverty has fallen substantially when the official
poverty thresholds are used, but has remained fairly constant when the other two
thresholds are used (see Section 6). When the poverty thresholds are updated *c
take account of changing food consumption patterns, there is also no significant

decline in the proportion of families in poverty.
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The Before-Transfer Poor

This section will identify that portion of the total population who are poor prior
to the receipt of any government transfers -- the "before-transfer poor". This
may be a somewhat misleading designation, since in the absence of government
transfer programs, some persons in poverty would work more and, because of this,
earn their way out of poverty. Also, in the absence of public programs, some poor
households now 1iving independently might move in with other non-poor housenoids
(e.g., some elderly would live with their children) and such families would no
longer be counted as poor. There might also be less fragmentation among the ooor
as families remain together in order to maximize the number of earners. In the
absence of public programs, however, most of the before-transfer poor would stili
be poor, and undoubtedly there would be considerably more private. charitable,
transfers to the poor. The concept of the before-transfer poor does, however,
provide an accessible benchmark.against which to measure the anti-poverty effec-

tiveness of government transfers.

6 By the official definition, excluding transfer income from total
income results in 20.24 million households in poverty in FY 1976.
This group is comprised of 9.93 million unrelated individuals
and 10.3 million families consisting of two or more persons.

(The number of before-transfer poor persons has not been estimated.)
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)

¢ Of 17.2 million poor households in 1975, individuals living alone were
nearly three times more likely to be poor without the benefit of
government transfer payments than were two-or-more person households.
The risk of pre-transfer poverty was over three times greater for

persons 65 years of age and over than for younger household heads.

e Households headed by females were over three times as likely to be
impoverished as those headed by males. Those of Spanish origin and
blacks were one and one-half to two times as likely as male or white-
headed households, respectively, to be poor before receipt of these

cash transfer payments.
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Government Transfers to the Poor

This sectjon summarizes the scope of government transfer programs that aid the
low income population. The principal focus is on the income maintenance programs
which include social insurance programs (such as social security and UI) and
jncome assistance program (which include means-tested cash and in-kind programs

such as AFDC and Medicaid).

A broader perspective on government's role can be seen by Tooking at social
welfare expenditures -- these incluce expenditures from all government programs

which deliver health, education, and welfare services.

e In constant dollars, per capita social welfare expenditures
grew at an average annual rate of 7.8 percent between 1965
and 1976. In 1976, the rate of increase was 8.3 percent
‘(data not shown). Growth rates have been especially rapid
for income assistance programs (AFDC, Medicaid, SSI and Food
Stamps). This growth of course, reflects both broadened
coverage and rising average benefit levels. In the very
recent past the exceptionally sharp recession also led to

increased expenditures.
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4

e From 1965 to 1976 the ratio of éocia] welfare expenditures by all levels
of government to GNP increased by 75 percent; for the Federal Government
it has doubled. The Federal share of total spending has risen from 50

percent to 57 percent.

¢ Social welfare expenditures have grown more rapidly than total government

expenditures. The difference is especially marked at the Federal level.
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¢ This table raises questions about the deffnition of poverty, on the one
hand, and about the target efficiency of public assistance programs on
the other. While one might expect for example that all e]igi?]e reci-
pients for AFDC and SSI are by definition poor; this is not so for two
reasons. First, the official definition and the programatic definition
need not be the same. Secondly, a benefit structure that gradually
reduces payments in order to maintain work incentives leads to some

payments to the non-poor.

6 Social Security makes by far the largest contribution to the income of
the poor. Fifty percent of the benefits accrue to the before-transfer
poor. This reflects the fact that (a) many aged households have few other
sources of income and (b) the social security benefit formula is weighted

in favor of people with low wage histories.

¢ Social Security distributes a larger portion of bhenefits to the before-

transfer poor than does the Unemployment Insurance program.

¢ There is some evidence (not presented) that the share of transfers accru-
ing to the poor, from nearly every program, has declined since 1965. In
part, this reflects the decline in the before-transfer poor and in part

the effort to increase work incentives.
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There is considerable month-to-month turnover in the AFDC population.

There is also stability in the AFDC population. 1In both 1967 and 1975
more than 25 percent of AFDC families had been in the program 5 or more

years.
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e Public Assistance recipients are highly mobile geographically. Forty-five
percent of AFDC recipients in 1975 occupied their current living quarters

one year or less. (Date not shown).

¢ There is Tittle hard evidence to support the contention that welfare re-
cipients move primarily to raise their benefit levels. Employment and

earnings opportunities appear to provide the primary impetus for migration.

¢ Recipient mobility increases the potential for interrupted or duplicative

payments, errors, and increased administrative costs.
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The After-Cash Transfer Poor -- The Official Poverty Concept

This section summarizes the position of the poor after all government cash trans-
fers have been taken into consideration, examines changes in the composition of
the poor between 1965 and 1975, and highlights the flow of persons in and out of
poverty status. This section also examines the composition of the after-cash
transfer poor with respect to common measures of educational attainment and labor
force involvement. Lastly, this section distinguishes between the poverty popu-
lation and the recipients of government income maintenance transfers, since these

two populations, although overlapping, are not coincident.

¢ Tables 5 and 12 are not strictly comparable, but when compared they
suggest that cash transfers cut the proportion of unrelated

individuals and families in poverty in half.
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e Adding 01d Age Survivors Insurance, Supplementary Security Income,
and other Public Assistance to other cash income reduces the incidence

of poverty among families by 5 percentage points. (See Table 6.)

e As would be expected, the reduction in the incidence of poverty among
aged households is especially dramatic. The proportion of elderly

families in poverty is reduced from 53 percent to 19 percent by these

programs.

e The proportion of families in poverty headed by women is also dramatically

reduced by these three programs (from 47 percent to 30 percent).
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The probability of being poor depends upon both the characteristics
of families and where they live. Persons in female headed households,
particularly related young children, are more 1ikely to be poor than
those who are older and in male-headed households. The probability
of being poor is higher for persons living in central cities and
non-metropolitan areas than those in the non-central-city portions

of metropolitan areas.

Even after cash transfers are taken into consideration the probability
of remaining in poverty is unevenly distributed. For example, a
Spanish origin child under 3 in a female-headed household in the
central city is about 16 times as likely to be poor as persons in

a family with a white male head.
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The performance of the economy exerts a strong impact on the number of
persons in poverty. Poor households headed by a male under the age
of 65 benefit most from high rates of economic growth. Poor households
headed by females, however, appear to be largely unaffected by general
economic growth primarily because wage'rates of white women are rising

more slowly than average wages. (Data not shown.)

Figure I displays the visible relationship between the incidence of
poverty and the unemployment rate. In fact, the relationship is
stronger than is shown in Figure I, because the increase in government
transfers during recessionary periods reduces the downward trend in

the poverty rate.

A rise in the unemployment rate increases the incidence of poverty among
white male family heads under age 65 more sharply than for any other
group. White female family heads under-age 65 are significantly
affected by recession through a decline in hours worked. (Data not
shown. )

The incidence of poverty showed the greatest decline during the nigh
growth years of the late 1960's. Increases in productivity and

overall employment during these years were very beneficial to the

poor. No such trend is evident during the seventies as the effects of
two recessions have taken their toll. In addition, growth during the

1960's has removed the more upwardly mobile from poverty.
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e Holding the definition of poverty fixed in real terms between
1965 and 1975, the number of persons in poverty after cash
transfers declined by nearly one-third, or from 17 percent of
all persons to 12 percent. Most of this reduction, as

previously indicated, occurred during the late 1960's.

e During this period, the poverty income deficit (the total
dollars required to raise each after-cash transfer poor house-
hold to their respective poverty income threshold) declined
by 24 percent. The average income deficit per after-cash

poor household has declined more slowly.
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o Between 1965 and 1975, the percentage of the after-cash transfer

poor who are in households with a head under the age of 65 has
risen from 82 percent to 87 percent. At the same time, the
percentage of poor households with female heads has risen from

33 to 47 percent. This increase reflects a multitude of other
trends. Higher Social Security benefits and higher private
pension benefits increase the number of independent aged house-
holds while also reducing the proportion of poor, aged house-
holds. An increase in the young population, coupled with a
tendency to defer marriage and a career, and higher nationwide
unemployment rates for the young, have raised their proportion

in poverty. Theincreased divorce rate, in part, made possible

by higl ¢ ; ‘tance benefits despite the fi  iency of remarriage,
raises the pool of households headed by women at any one time and,

hence, their share of the proportion of families in poverty.

The most dramatic change during this period has been an increase
of 14 percent in poverty among persons living in female-headed
households, while the proportion of poverty in male-headed

households has decreased by the same amount.

In 1975, the minority race or ethnicity of a family head increased
the 1ikelihood of poverty for family members by nearly three times

that of White-headed family members.
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e Since 1965, the percentage of poor families with young
heads has increased more than in proportion to their increase

in the population. \
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Households headed by women, aged persons, black and other minority
groups will more often find themselves relying on public transfers
than their young, male white counterparts. Moreover the transfer
payments going to the women, the aged, the minorities, will more
often come from public assistance as opposed to Social Insurance
programs than is the case for the men, the young, and the white

population respectively.

One out of four women's families received three-fourths or more of
its income in the form of public transfers compared with one in

17 of the men's families. Public assistance was the chief source

of support for one of seven of the womens families, but for almost
none of the families headed by a man alone or a husband-wife

combination. Poor families regardless of sex of head, had to rely

~more heavily on public transfers than families with higher income,

but even among the poor, it was a public assistance payment that
would go to the needy woman's family and a Social Security check

to the man's.
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@ Of those housshold heads in poverty who might reasonably be
expected to be in the labor force (category #3), 65
percent are, in fact, actively seeking employment or are

actually employed.

& A somewhat smaller proportion of all persons in this category

are in the labor force.

e Any effort to induce larger proportions of these persons to
work, must deal with the fact that a bit more than a quarter
of the employable population, though between the ages of 17-55,
have less than an eighth-grade education. Moreover, this
population includes a substantial number of persons who have
an added disadvantage in the employment market by virtue of

their race, ethnicity, sex or limited English-speaking ability.
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e There is a continuous flow of people in and out of poverty.
For example, in 1967 there were 22.4 million poor persons. By
1968, 7.3 million of these had left poverty and 5.6 million new

persons entered poverty (Data not shown).

e On average, 30 to 40 percent of the poor will escape poverty
during a given year and an equivalent (though slightly Tower)

number of persons will fall into poverty during the same year.

¢ Between 1967 and 1972, between 8 and 11 percent of the population
were poor in each year. However, less than 3 percent were poor
in every year, while 21 percent of the population fell into
poverty during one or more of these years. Seven percent of
the population had an average income below the poverty threshold
“over the six-year period. (Data based on national longitudinal

sample. )

¢ This high rate of turnover in the poverty population also means
that the number of persons eligible for government transfers over
a six-year period substantially exceeds the number eligible in

any one year.
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The After In-Kind Transfer Poor

This section examines the number and composition of the poor after the
receipt of both cash and in-kind transfers. There is considerable
controversy, however, over the manner and extent to which in-kind transfers
contribute to the income of the poor. The results presented in this
section depend crucially upon the assumption that the value recipients
place on in-kind transfers is equal to their cost to the government.

Many recipients value these benefits at less than their cost. Some of
the poor would like less medical care and more clothing. Others would
like less housing and more transportation. These people would willingly
take less in cash than the government now spends on their behalf, since
they would gain greater command over the mix of goods they could consume.
Hence, the proportion of the population in poverty is understated in

this table:

e In FY 76, 20 million households are poor prior to the receipt of
any government transfers. After all cash transfers are considered,
9 million households are still in poverty. After in-kind transfers
are included, at their cost to taxpayers, 5.3 million households
are still in poverty. A final adjustment for personal income and
employee payroll taxes leaves 5.4 million households, or 7 percent

of the population still below the poverty thresholds.

e The percentage of all multiple person families in poverty falls by
80 percent to 4 percent of all such families. The percentage of

all unattached individuals in poverty falls by 70 percent to 5 percent.
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Taking all transfers and personal taxes into account substantially
increases the proportion of the poor who are unattached individuals,
or who 1ive in the South, and most dramatically, who are under age 65.
Though exactly comparable data are not available, a similar study

for an earlier year also notes a dramatic increase in the proporfion

of poor household heads who are women.

To the extent that government transfers permit low-income aged

persons or single parent families to maintain separate households,
they contribute simultaneously to an increase in personal welfare

and to an increase in the number of households who are poor.

Because of effects 1ike this, a simple comparison between before-and
after-transfer poverty cannot be a precise measure of the anti-poverty

effectiveness of government transfers.
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¢ Under relative definitions of poverty there has been virtually
no progress during the last decade, For example, the share of
income going to the poorest 20 percent of families, or the proportion
of families with incomes less than half the median income is
virtually unchanged over the past decade. In contrast, the
proportion of officially poor persons has declined from 13.9 to

9.2 percent of the population.
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Adequacy

The system frequently provides inadequate assistance to the low-income population.

e The aged, blind, and disabled poor are eligible for the Federal SSI
program, which assures each eligible individual a minimum income of
$2014 (or $3022 for a couple). Almost all States supplement the
Federal basic benefit for some recipients.l/ In addition, most SSI
recipients are eligible for Food Stamp and tedicaid benefits. Though
basic SSI benefits for an individual are only about 75 percent of the
poverty line, with other benefits considered the package guaranteed

close to poverty line income.

e Benefits for low-income, single-parent families vary widely by State.
In only four States did AFDC plus Food Stamps provide benefits greater
than the poverty level in 1975 ($5500 for a family of four). In 24 States,
benefits from these two programs amounted to less than three-quarters
of the poverty threshold.

e Income assistance for the rest of the low-income population, primarily
the "working poor", is provided mostly through the Food Stamp program,
which assures only $1992 to a family of four and 3600 to a single
individual (in both cases with no other income); and those benefits can
be spent only on food. (Though this limitation may not significantly
reduce the economic value of the program to most families, it clearly
would for those with no other income.)

o About half the States have a special AFDC program for families with
unemployed fathers. But these programs help only a small group of
families, in part because of restrictive eligibility rules and partly
because of low participation rates. Many States also provide some
general assistance to poor families not eligible for AFDC or SSI, but
except for a couple of notable exceptions (like Pennsylvania and New York),
these programs are relatively limited in coverage or benefits or both.

1/ See Appendix A for description of State supplements.
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AVERAGE TOTAL INCOME FOR AFDC CASES IN NEW YORK CITY

BY SOURCE AND CASE SIZE, 1974

Thousands of dollars per case

$ 6,088

$ 9,420

Nonwelfare

Sociol servict

Food stamos

$ 7,640

$ 6,590 Medicoid

$ 5,620

s 4 380 She“cf
[

allowonce

Basic AFDC
Grant

All cases

100.0

==

One or two Three Four Five Six ond over Perom pe
: e

30.0 28.0 19.0 11.0 12.0 ]

Percent of all coses

Source: The Rand Corporation, Multiple Welfare Benefits in New York City.
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Benefits vary widely and inequitably across demographic groups. The existing
categorization Teads to uneven coverage of various demographic groups and
irrational and differential treatment of families with comparable need.

e Two-parent vs. single-parent families. AFDC is restricted to families
in which the father is dead, severely disabled, continously absent
from the home or, in 26 States and the District of Columbia, unemployed.
Thus, a two-parent family with two children, the father working full-time
at the minimum wage, is left with total income less than the poverty level
even after Food Stamp supplementation, while a mother and three
children can attain a greater monthly income from AFDC alone in several
States. If the mother chooses to work, say at the minimum wage, she
can supplement her Tow wages with AFDC and Medicaid in addition to
Food Stamps; in so doing, her family's net income can exceed the
intact working family's income by well over $1,000 not counting Medicaid
(which can exceed $1,000 dollars). Yet these families' needs certainly
do not differ much (particularly since the mother's child care expenses
are fully reimbursed by AFDC). (See Table 3 for a hypothetical example.)

Table 3. Comparison: Two-Parent Family and AFDC Family with
Same Earnings in Michigan (1976)

(4 person families)

Two-Parent Family, AFDC Family,
Father Employed Mother Employed
Earnings $7000 $7000
Social Security Tax -410 -410
Federal Income Tax -273 -282
Earned Income Tax Credit +100 +100
AFDC - +1211
After Tax Cash and Transfer 6367 7569
Food Stamp Bonus +312 +288
Total Family Income 6679 7857
Plus not Plus Medicai:

eligibTe for
Medicaid
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L

Inequitable treatment of this nature arises merely out of the coincidence
of timing. For example, a woman earning $4,200 annually may be ineligible
for AFDC supplementation, while her co-worker or neighbor -- who was
receiving AFDC and then took an identical job -- receives free day care,
Medicaid, Food Stamps, and AFDC to supplement her wages.

e AFDC-UF Notch. Inequities result from "notches" in benefit structures
whereby a small increase in earnings causes a large reduction in benefits.
Notches constitute serious work disincentives; they have the perverse effect
of making recipients worse off when they increase their work effort. For
example, if a father receiving benefits from AFDC-Unemployed Fathers
increases his work hours from 100 hours a month to 101 hours, his family
becomes ineligible for assistance.

e Medicaid Notch. The medicaid notch can be particularly costly to recipients.
Only a dollar a month increase in cash income can precipitate the loss
of medical benefits (as well as eligibility for food stamps). The medicaid
notch, because of its high potential value, creates a clear incentive for
an employed AFDC recipient to act in an undesirable manner. For example,
if a wage increase of $50 a month would make a recipient ineligible
for benefits, there is a considerable incentive to increase child care
expenditures by $50 a month so that eligibility can be retained.

Inequities often compound to create even wider disparities geographically and
between covered and uncovered demographic groups.

e Wide disparities among the States in AFDC needs (or payment) standards
are paralleled by equally wide disparities in the proportion of the
Tow-income population eligible for cash assistance (since payment
standards determine eligibility breakeven levels).

® In general, categorical eligibility linkages widen the gap between persons
eligible for assistance under the current array of categorical programs
and those left out.

Inequities arise in the allocation of benefits which are in limited supply. In the
distribution of in-kind benefits, such as public housing and day care, for which
the target population exceeds the available supply, inequities are unavoidable
between those who get the benefits and those who do not. For example, a HUD

study of subsidized housing programs estimated that less than 10 percent of the
eligible population received benefits from these programs in 1972.

Target Efficiency

We spend almost $200 billion a year on income security programs, but we still have
not eliminated income poverty. About 11 percent of all households have incomes

below the official poverty thresholds after cash transfers, and about 7 percent

are poor after in-kind transfers. Social insurance expenditures account for

nearly three-quarters of all income security transfers, with the remaining 25 percent
attributable to the income-tested programs.

1/ In practice, the actual importance of this notch may be Tess because medicaid
may be retained for four months after losing AFDC because of employment, and
the job may provide some health benefits.
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e Food Stamps benefits, since they are universally available to low-§ncome
households, are very efficient in their coverage of the poor -- i.e.,
there are no gaps. However, only about 65 percent of those eligible
actually participate, undoubtedly due in part to the purchase require-
ment (which for many families exceeds what they would spend on food
anyway); relatively low bonus value at income levels near the breakeven
level; preference or necessity to use cash for other programs; and
reluctance to accept public visibility in use of stamps.

In some cases, benefits are paid to persons with incomes well over the poverty
line. Probably nothing tarnishes to image of public assistance programs and
irritates taxpayers more than the horror stories of families with high gross
income receiving assistance.

e While many cases do exist in which families with incomes in excess
of $10,000 are receiving benefits (See Table 6 for an actual case),
the problem is often overstated. The indicence is small and arises
mainly in programs that allow liberal deductions, like Food Stamps
and housing assistance, or in programs, for which target efficiency
has not been a major goal, like the child nutrition programs.

Table 6. AFDC Family of Four with Employed Mother Retains Eligibility with Annual
Income of $13,000 -- Los Angeles County (actual case,1976)

(Dollars)
Monthly Earnings $1084  ($13,000 annual)
Less Disregard 30
1054
Less One-third 351
703
Taxes
(Federal, State, FICA,
Disability) 227
Child Care 180
Transportation 43
450
Less Work-Related Expenses 450
Net Countable Income $253
Monthly Payment Standard 402
Less Net Countable Income 253
Monthly AFDC Grant $149

In addition, the family is eligible for Food Stamps and Medicaid
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PERCENT DISTRIBUTION OF AFDC CASES BY TOTAL INCOME
(Welfare and Non-welfare), New York City, 1974

i e Minimum Wage Income: $4,100
| ' | .
- t i Poverty Line: $5,000
. — e
) 1 | &--r——— Average per (ase: $6,088
I i b
- i i )
] : | % | , i« BLS Lower Budget: $7,456
: —
i l
|

=
0 1 2 3 4 5 6 7 8 g 10 N 12 13  and
: over

Thousands of dollars per case

Source: The Rand Corporation, Multiple Welfare Benefits in New York City.

e In 22 States, the annual benefit derived from AFDC plus Food Stamps
alone for a family of four with no other income exceeded the amount

a wage-earner could earn in a year, working full-time at the minimum
wage.

e We have seen that a mother and father and two children in many States
will realize a higher total income if the father works half-time at
the minimum wage than if he works full-time at that wage.

Income assistance programs discourage increased work effort by reducing benefits

as earnings increase. As benefit reductions accumulate across all programs from

which a recipient is receiving benefits, the compounded reduction rate can become
very high, thus constituting a serious disincentive to increased work effort.

o The cumulative benefit reduction rate for a family receiving AFDC, housing
assistance, and food stamps can be as high as 85 percent. That is, for
each additional dollar earned, the recipient keeps only 15 cents -- certainly
not much of an incentive to increase earnings 1/.

1/ Not all recipients face such high marginal tax rates. A recent CBO paper
uses the estimate that the tax on an additional dollar of gross earnings
is between 52 and 76 cents when the joint effects of the various cash and
in-kind programs, including their deductions, are considered.
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o Receipt of AFDC may influence remarriages. Of all single women heading
families with children in 1968, about 12 percent married in the next
four years, as compared with only 5 percent of women receiving AFDC.

e AFDC family policy is inconsistent: In all but a few States AFDC is
continued if there is a stepfather in the home, but is discontinued if
the mother marries the natural father of the children.

¢ The Food Stamp program is the only major Federal assistance program
providing benefits for intact families with children and non-aged child-
less couples and unrelated individuals.

e SSI and Social Security programs also contain disincentives to marriage.

Self-Image and Treatment of Recipients

The "welfare" system stigmatizes the poor by putting them through demeaning
means tests, giving them benefits in-kind, and subjecting them to public cri-
ticism.

e To many, the means test is inherently demeaning since it requires
applicants to prove they are poor. Of course, the extent to
which a means test may be demeaning is in large measure a function of
the nature of the test and the way it is administered. The income
and asset 1imits in most programs require proof of indigence
reminiscent of the "pauper's oath".

e In a society that places high value on independence, individual initiative,
self-support, and accumulation of material goods, being poor is often
equated with failure, by the poor person as well as by the more affluent.
This viewpoint persists even though there is more general knowledge of
the effects of unemployment and low-wage levels on unskilled workers.

e In-kind benefits, such as food stamps, reflect beliefs that the poor
cannot handle money properly, and also make recipient status visible
to a critical public every time food is purchased with stamps.

e Recipients are termed disparagingly as "on the rolls" or "on the dole"
although many prefer jobs and self-support as evidenced by the high
turnover rates (more than 30 percent annually in AFDC).

Negative attitudes toward welfare programs and welfare recipients are reflected
in some of the more demeaning features of the existing programs, and sometimes
in the attitudes of administrators.

e For example, New York now requires a female applicant for AFDC to
provide not only the name of the father of her children but also the names
of other men who might be the father.

¢ An SSI office director in a southern city, in explaining the reason for
the high error rate in his office (as quoted in a newspaper article) said
that SSI recipients are illiterate and stupid, and too lazy to report
changes in their circumstances.
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A final example of the inefficiency of these programs is the lack of effective
outreach. While there are many reasons for non-participation, the very low
participation rates in Food Stamps and SSI suggest that lack of information,
limited accessibility, and the nature of program administration account for a
portion of these unclaimed benefits.

Savings Incentives

Except for the exclusion of $20 per month from any source in SSI and varying
amounts in AFDC in some States, the means-tested transfer programs reduce
benefits dollar-for-dollar for all income from savings including private
pensions. In addition, accrued savings in the form of assets often preclude
eligibility altogether. While these provisions save money and target benefits
on those most in need, they also take away the financial benefits from these
savings activities for these people. While we have no estimates of the effect
of these provisions on total savings, it does not seem to be consistent social
policy for our transfer programs to provide financial incentives to earn money
but not to save it.

Coherency and Control

The complexities mentioned above plus the muitiple, often overlapping programs
and the fragmented responsibility across the various levels of government have
resulted in a system, ornon-system, which is neither coherent to taxpayers and
the Congress nor subject to clear control by Federal, State, or local Government.
This not only leads to inconsistent policies but is a major cause of the general
frustration with the whole subject of providing basic income support. An

example is the recent expansion of non-income tested unemployment compensation.
Since the nation had no means to assist two-parent families during the recent
recession, Ul was expanded to 65 weeks.

Clarity and Simplicity

That the present system is anything but clear and simple hardly needs documentation.
The complexity of the rules and regulations of AFDC are. legendary; detailed case
manuals can fill an entire bookshelf. This complexity is an important cause

of error, makes fraud and abuse more likely, provides caseworkers with arbitrary
control over recipients' benefits, and impedes full participation of those eligible
for benefits.

As a result, not only are recipients confused regarding what benefits they are
eligible for or why, but also the taxpayers have no clear idea of the amount
and distribution of basic income support that we as a society are already pro-
viding.

Equitable Financing

The fiscal burden of supporting the current welfare programs is unequally
distributed across States and, to some degree, across locations.

o New York City pays for 25 cents of every dollar in welfare benefits,
while the city of Boston makes no contribution to each welfare dollar.



- A b
e i tRAmsYRiS B
ey smatt e Yo

=<1

&
k

_ 11 o M asd iR ghvaely 3w hlva
i \AH‘-—'.II"'I‘"‘ .I."}“ ml “# g 1
b meiasciml fe wi) ety Gl ot |

ETete e H“l]]l'z‘ﬂhﬂ hok m,sum
bioAmmont & soel wll e el ,h‘h; et pi1
MEnt? it Yo Sosvmeq Gf{] 1 Tee 0y aldipi s m}-:rf
_ iz Datbadsaigh | el u vat T {mbi i1 95 'HW}
B el |, bmpipoviyg Yl fey s ru I Hhﬁ
' Lyl ey u'"’ur w7 1.".;” A Yo e
canal WRAL T Ty aEY Ade e ol Mes

falaaubed Feafoodss st Yo n‘lm g :} onisai
."_I'_Il’ L . R

" rei [i;iﬂ!! il Yo gk 1lﬁ|l TR
2k epv iSEmEAT gal Froquss 10 4 By afle, sigomy ﬂm, , "j"‘—:'*
19 Lbivtieanl nA L _f"fi-

;-nrmah wir glme wy Bis !wrh[
woell 2ui (FaaY 2030 weh ot o afjun

e SR (TIIvTE foy Bl gAl wE
AR IR om mvallfee woaly inm AFE

i 840y yiaftaldna
" k‘;‘ wm‘m ot ﬁumt

| % - S



-18-

SPECIFIC CRITIQUES

This section examines the existing income maintenance structure, especially
the means-tested components, from the vantage point of the Teading reform
“approaches." These approaches are not just different means to the same end.
The approaches and the major options within these approaches may be distinguish-
ed in some instances according to the weight attached to different criteria,
and thus the principal ends sought. In those cases where ends are largely
similar, approaches diverge because of different assessments of political
feasibility and the degree of dissatisfaction with the present programs. In
this section, we outline the main features of each approach and criticize the
existing system from that viewpoint. We follow with a statement about what
criteria the approach weights 1lightly and what proponents of d1fferent reform
viewpoints say about each approach.

Categorical Reduction*

Basic Approach. Proponents of this approach would not change the basic
structure of the existing system. They emphasize improved target efficiency
and direct, non-monetary work incentives. They also stress the elimination

of fraud and abuse through improved management and audit practices. They would
increase target efficiency by placing an upper Timit on the income a household
could have and still remain eligible for benefits (150 percent of the State
welfare needs standard or the poverty level, for example). Able-bodied recip-
jients would be required to work. They often urge work relief programs, under
which recipients must work off their grant in public jobs. The savings gained
through these measures can be recycled by the States in the form of higher bene-
fits to those who truly need help.

Criticisms of the Existing System. Advocates of the categorical reduction
approach assert that the welfare system has lost sight of its central goal.

The system now assists people who are capable of supporting themselves, as well
as the truly needy. An improved system would Timit aid to only the deserving
poor and get those who can work off the rolls. Too few AFDC families have

income from employment. The work requirements are lax and not strictly enforced.
The Work Incentive Program is supposed to train and place welfare recipients

in jobs, but, according to Department of Labor statistics, only reaches about

20 percent of program registrants. The work incentives in the system are
inadequate and should be increased.

Even when peoplie work, the present system maintains their welfare status with
its many disregards and deductions from earnings, e.g., the actual benefit
reduction rate is too Tow. Those with high incomes, as high as $10,000 or
more, can stay on the AFDC program. That is why 18 percent of AFDC benefits
and 32 percent of AFDC-UF benefits are paid to families with incomes above the
poverty line.

*This phrase has been borrowed from Lester M. Salamon, "Where Should We Go?
Unraveling the Income Assistance Policy Puzzle," Ford Foundation Welfare Reform
Project, (forthcoming.) See also "Welfare Reform," Budget Options for Fiscal
Year 1978 (Washington: Congressional. Budget Off1ce) pp. 173-189, where this
approach is called "incremental Change: Program Tightening."
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Criticisms of the Existing System. The welfare system is subject to too

much error, abuse, and fraud. In AFDC, for example, the quality control
program has found that approximately 6 percent of the cases are ineligible,

14 percent are eligible but overpaid and 5 percent are eligible but underpaid.
These errors arise both from recipient and administrative mistakes. ' In
dollar terms, these mistakes amount to $900 million per year, or 9 percent

of total transfer payments. The Food Stamp program has similar problems

with their non-public assistance caseload. In the latter half of 1975, 19
percent of these cases were paid too much, and 7 percent too little. SSI

has also reported high error rates.

Errors occur for a variety of reasons. First, ineffective enforcement
activities compound fraud and abuse by recipients. Second, most programs
have become so complicated that it is easy for caseworkers to compute
benefits incorrectly or for recipients to report their income and resources
incorrectly. Caseworkers need to remember numerous regulations and fill out
numerous forms. In AFDC, for example, manuals that are issued by the States
for caseworkers are generally at least two inches thick and filled with complex
regulations. Furthermore, these regulations change often. A county welfare
director told the JEC's Subcommittee on Fiscal policy, in testimony in June
1972, that standards and procedures for determining eligiblity were changed
"almost every month of the year" and that regulations became so complicated
that they become "the cause of numerous errors."

Other problems arise because of the numerous programs that comprise the
welfare system, For example, although AFDC recipients are almost always
eligible for food stamps and the Food Stamp benefit calculation is performed
by the AFDC caseworker, this calculation requires the application of a
totally different income definition from that used in computing the AFDC
benefit. In other words, vesting authority for multiple programs with one
administrator saves little administrative time. Better coordination of the
definitions that are used in the two programs could save both time and money.
With two sets of rules, the potential for error is heightened. Better
coordination between programs would also lead to the ability to check for the
illegal collection of multiple benefits, a source of some abuse in the
system.

Finally, managers of welfare programs fail to reach all persons eligible for
the programs. Participation in both SSI and Food Stamps is low among some
categories of the eligible population, particularly the aged and (in the case
of Food Stamps) those who are not on public assistance.

Problems with this Approach. Management initiatives do not solve all aspects
of the welfare problem. The tightening of administrative practices and
simplification of the rules and regulations will lead to a better-run system
but will not correct any of the other deficiencies that are found in the
welfare system. Problems connected with the goals of adequacy, equity,
efficiency, and work incentives are, for example, not addressed by this set
of proposals. However, the approach is compatible with any of the other
reform alternatives and should be pursued if public confidence in the welfare
system is to be regained.
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For instance, use of the AFDC structure, now in place could be modified to
extend cash assistance to two-parent families. Many taxpayers resent the
notion of cash assistance to families who in most respects resemble themselves.
Nonetheless they will agree to programs that attempt to provide all Americans
with decent housing, an adequate diet, and access to basic medical care. To
accommodate this preference, incrementalists emphasize an "in-kind" strategy
with appropriate changes in AFDC. Similarly, the public and key political
actors appear willing to extend cash assistance to the "non-categorical" poor
if that assistance is tied to demonstrated work effort. Hence, we should
expand the work bonus (the Earned Income Tax Credit) and public service
employment, and we should explore possible private sector wage subsidies to
assist the working poor.

Problems With This Approach. Because several, quite different options are
contained within this approach, several different problems exist, not all of
which apply to each option. Some variations place 1ittle emphasis on reducing
complexity and establishing greater fiscal and policy control. Others are
built around these goals. Some of these approaches attempt to make major
improvements in equity through what may appear to be minor changes but which
are potentially as controversial as the comprehensive restructuring options
discussed below.

The variation which restricts welfare reform to changes in AFDC for single-
parent families, combined with a return to very high benefit reduction rates.
placeslittle emphasis on society's changing expectations about the desir-
ability of employment for such family heads. This variation would perpetuate
large differences in coverage between single- rent and two-parent families
with possibly harmful consequences for family -stability and formation.

An important issue critical to the categorical expansicn strategy is whether
the grant-in-aid structure of AFDC can be used to implement national objectives
such as a minimum benefit and increased coverage of intact families. Can we
retain a significant State sharing in costs together with increased Federal
specification of benefits and coverage? Alternatively, can we move towards
100 percent Federal funds while retaining State discretion over eligibility
and benefit computation rules? An additional issue posed by the expansion
strategy concerns the 100 hours notch under the AFDC-UF program. Should

this feature be retained under a nationwide mandate of AFDC-UF, or should
coverage be extended to all two parent families? Retention of the notch gives
little weight to vertical equity and work incentives. On the other hand,
extension of coverage brings the proposal very close to the comprehensive
reform options.

Other variations of incrementalism raise different issues. For example, a
multiple program strategy based on expanding in-kind programs may produce
serious work disincentives for multiple program recipients and, in general,
raises questions about the degree to which the Executive and Congressional
branches could achieve the program integration necessary to avoid this and
similar problems. Such programs also place less emphasis on reducing stigma
and control over recipients' lives.
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‘The existing welfare system is inequitable, it treats families in similar
financial circumstances in very different ways because it largely excludes
families with both parents present from assistance and because benefit levels
vary widely across States. People who work and pay taxes contribute to the
welfare benefits of similar families that have higher total income. People
who have contributed to Social Security all their working lives find that
those who have not receive virtually the same total income from public
assistance.

The benefit levels are inadequate and unevenly distributed. The combined
valued of AFDC and Food Stamps in 1975 was less than 75 percent of the poverty
line in 17 States. Yet some families who are eligible for many programs may
receive benefits in excess of those that would be available in a more rational
system.

The system discourages work effort because of high marginal benefit reduction
rates (which can approach or even exceed 100 percent for families participating
in several programs and who have tax liability), because of high unemployment
rates, and because we have not perfected the techniques for training the
disadvantaged.

The system is target inefficient. Numerous and complex deductions and
disregards from income enable people with relatively high incomes to continue
to receive benefits. The short accountable periods in current programs allow
people who have relatively high annual incomes to receive benefits for those
months when their income is temporarily low.

The large number of programs and the complex regulations have resulted in a
cumbersome system that is difficult to administer efficiently. Error rates
are well above acceptable Tevels; fraud and abuse are widespread.

The system creates incentives for families to split and disincentives for
new families to form. It is also demeaning and stigmatizing and does not
encourage self-sufficiency.

The system relies too heavily on State and local revenues and not enough on
the Federal tax base. The latter more accurately reflects the interdependent
nature of the nation's economy and can adjust to swings in the business cycle.

These and other problems in the current system are judged to be so pervasive
that they necessitate an entirely new structure. An incremental strategy of
reform is doomed to failure. Incrementalists either propose too Tittle,
thereby leaving serious inequities and gaps, or they propose too much, thereby
raising most all the controversial issues associated with welfare reform
without the benefits that a complete restructuring can bring.

Those who advocate a complete overhaul of the income maintenance system
generally break down into four camps. Even within a given group, major
disagreements exist about such matters as the level of adequacy (target wage
and/or basic benefit), the role for the States, the definition of eligible
households, the desirability of an asset test, the desirability and stringency
of a work test, the relationship between means-testing and social insurance,
and the relationship to the tax system. Nonetheless, the following outline

of four major options may highlight the most critical differences of opinion.
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Criticisms of this Option. There are many dilemmas and difficult trade-offs
associated with a direct job creation strategy. High wage approaches could
potentially disrupt the private low wage labor market. Low wage varieties
raise problems of adequacy. Both options may not increase net jobs if they
displace other public employees or produce inflationary pressures which result
in more restrictive fiscal measures. These difficulties (including potential
costs and caseloads) are compounded when a jobs program is expected to be the
exclusive means of support to certain kinds of households. In addition,

the administrative apparatus needed to determine employability, especially
for households whose composition changes frequently, will have to be
elaborate and relatively discretionary.

Comprehensive Cash Coverage.

Description and Reasons for Option. Since the 1969 Heineman Commission, there
have been four fully articulated proposals to cover the low-income population
with a system of cash grants.* Despite the essential similarity of cash
grants, these proposals differ on some important dimensions. For example,

the Heineman Commission and Income Supplement Program proposals had no

program demarcations according to demographic criteria; the FAP and JEC
Subcommittee programs had two or more "Categorical" programs which, when added
together, covered the low income population. Advocates of this general option
emphasize that society, through a variety of programs -- including AFDC.
AFDC-UF, SSI, Food Stamps, General Assistance. and UI extensions -- has already
created a system of cash and "near-cash" coverage of the low-income population.
The remaining important issues center therefore, on how we should structure,
not whether there should exist, a comprehensive income floor. Society has
already decided that there should be such a floor.

Proponents of a federally financed and specified comprehensive cash program
structure argue that the geographic and demographic inequities in the existing
array of programs serve no valid national purpose. The lack of system coherency
has unanticipated and undesirable consequences for work incentives, savings
incentives, family stability and formation. There is unnecessary duplication
in the social insurance and means-tested program structures. We rely too
heavily on States and local tax bases instead of the Federal tax base. Policy
and fiscal control is non-existent because decision-making is too fragmented
among levels of government and across Executive agencies and Congressional
committees. Job creation strategies have a high per recipient unit cost and
therefore, pose a difficult choice between universal coverage with high net
income redistribution, or partial coverage and queuing for limited job slots.
In contrast, a comprehensive cash system can give everyone some amount of
assistance at an acceptable net cost to the taxpaying public.

* Recommendations of the President's Commission on Income Maintenance (Heineman
Commission) Poverty Amid Plenty (Washington, 1969); Income Security for
Americans: Report of the Subcommittee on Fiscal Policy of the Joint Economic
Committee; Income Supplement Plan (HEW/ASPE Technical Analysis (Paper No. 11).
For a description of the Family Assistance Plan see Nixon's Good Deed,

Vincent and Vee Burke (Columbia University Press, 1971).
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These groups should be removed from the welfare system, and assisted through the
tax system and the employment system. This change would reduce the stigma
associated with welfare status and at the same time provide more accepted
mechanisms for assisting the unemployed and working poor. The SUAB stipend

will be a temporary income support measure while participants await placement
or training. Unemployment insurance enjoys broad acceptance and has an
administrative apparatus that is closely linked to training and placement
activities, more than most welfare agencies.

Problems with this Approach. Although a full scale back-up income support
mechanism is proposed, this option places heavy reliance on private sector
employment. If placement goals are not met or overall unemployment rises
precipitously, more families would be forced to rely on the SUAB benefit.
Alternatively, a significant expansion in PSE jobs would be required.
Questions already raised under other options concerning the cost and character
of these jobs would become important, as would the nature of the work
requirement encouraging movement into the private sector. Critics of this
approach also argue that the more the triple-track proposal is changed to
meet objectives of target efficiency, horizontal equity, work incentives,
and program integration, the more the proposal beings to resemble a compre-
hensive cash with jobs approach. Lastly, the presence of three tracks with
different benefit packages and different delivery structures raises the
potential for administrative complexity and the likelihood that recipients
would 'fall through the cracks'.

Comprehensive Cash Coverage with Job Creation.*

Description and Reasons for Option. A fourth position proposed by those who
favor a complete restructuring of the current welfare system argues for a
rationalized and comprehensive cash assistance system in combination with job
creation activities. It is individuals, not households, that are "employable"
or "unemployable." We create awkward administrative procedures, make untenable
distinctions, and spend more money on net transfers than necessary to reduce
poverty when we segregate households onto separate tracks. Instead, we should
have a basic income floor that recognizes the target inefficiency and
inadequacy problems associated with using a wage rate to provide subsistance,
that accounts for family size differences and the shifting composition of many
households, that corrects for accountable period problems, and that makes it
easy for individuals to shift from public to private employment. This can be
accomplished by having a comprehensive cash assistance system (along the lines
of the Heineman Commission recommendations et. al.), combined with a direct
job creation program. Income from jobs would dominate the benefit that would
otherwise be paid to those adults whom we expect to work. After a reasonable
period of search for a job in the private sector, any adult who falls into

the "expected to work" category and who cannot find employment would be
required to take a public service job. The public service jobs could be full
time or, perhaps, part-time if budget considerations limit the available
supply. .

* The 1972 HEW Mega-Plan had a welfare reform plan somewhat along these
lines, see Policy Analysis, Spring, 1975.
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Some of these changes would build on existing programs by, for example,
expanding Unemployment Insurance to cover entrants, reentrants, and

exhaustees; raising minimum benefits in Social Security and Unemployment
Insurance; expanding entitlement of Survivor's Insurance to cover the
"displaced homemaker"; and expanding OASDI to entitle all aged and disabled
persons to a minimum benefit regardless of labor force attachment. Other
proposals involve new programs such as a refundable tax credit or a Children's
Allowance. These measures could be financed out of general revenues and could
be counted by the welfare programs (thus reducing the costs of those programs).

Criticisms of the Existing System. Advocates of this approach emphasize the
importance of not means-testing eligibility. Theybelieve that "programs for
poor people are poor programs," that income conditioning has already reduced
the financial rewards to work more than is desirable, and that the stigma and
self-perception problems are intrinsic to all welfare programs. They emphasize
the importance of ending the separation of the poor from the rest of society
and portraying the benefits more as universal rights rather than specific

acts of charity.

Problems With This Approach. Because this approach places less emphasis

on target efficiency, it funnels a great deal more money through the public

fisc than more directly income conditioned programs thereby raising tax

rates for all taxpayers. Faced with a budget constraint, this lack of attention
to target efficiency could translate into less ability to provide adeguate
benefits. While some variations propose alterations in the non-means-tested
programs to increase target efficiency, these may rob the programs of the
advantages listed above and endanger their more basic purposes.

It should be noted that some of the options under this heading might be
combined with other reform strategies, especially the categorical expansion
and new Federal entitlements approaches previously outlined. Some of these
measures might also accompany a block grant approach to welfare reform.

The triple-track option is a specific example of how such combinations are
possible.

Block Grant Approach

Basic Approach. The society has different preferences about assistance for
different groups in the low-income population. Where those preferences are
agreed upon and national in scope, the block grant approach advocates a

social insurance entitlement (such as Social Security), a national in-kind
entitlement (such as Food Stamps), or even a small cash demogrant in the

Federal income tax). Where opinion is clearly divided about the appropriate
national policy, as has been the case for decades over AFDC and more recently
over cash coverage of the working poor, the States should be free to experiment
with different solutions. Giving greater latitude to State and local preferences
may lead to creative solutions to the welfare problem.

Accordingly, welfare (certainly AFDC, possible housing and Food Stamps) should
be converted to a closed-end block grant. The formula for distribution among
the States would be a function of a State's relative wealth and the size of
its needy population. The annual appropriation for the block grant also could
vary with the unemployment rate and other indicators of decline in the
business cycle,
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Beyond that, there are as many specific criticisms as there are approaches.

assessing criticisms, just as in assessing approaches, the key ingredients
are emphasis and perspective. The fine tuning of our criticisms, however,
should not cause us to lose sight of the financial and human costs of the
system's deficiencies and of the need for its reform.

In



5

b)

1)

semeeg Arart 308 wadnt Wi vo die g IF {F

INTREDUCTLON
MTERNATEVES
A} Relasivety madest changes in ADC. Fond Stampx, and athar sregrums.
2h Smell-seale s5le Lay 'ﬂ!‘qlﬁ“-'n Eﬂfﬁ? with refatively ;Iw
shamges (1 AMDC and Food Stamow.
L) wm sash m of all smm Symilves with sh‘i::tn
m}ﬂ
R et = e e
4)

Housing Allowance; Fooe without the purchase requirensst,
mtﬁﬂﬂm Son iuW" = i m

?&wlw Jobis program for somei categorical cash program for
A} Unfversal Jobs/Cagh,

nmm“umgﬁu ummrm |
mm‘?“: u:'g:-a g rine

New cabeguriced sash cover bgmm ’J_:EW
“m wmmui

thrge suns tntmm: '
weifare trsck © (Based
appTach. |

fdaten vash cove j ‘
o gsectar Joha o

tiulﬂhu: m ‘

'; the Tow-tricame population with &

8! 13 & wrisnt of thia spprosch

m*i oo iy o hed 1n WGEMW




8) Social Security and Disability initiatives to reduce the poverty
population.

9) Block grant all or some income assistance programs. y
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Each of these two elements, cost and caseloads and administrative '
implications, will require considerable effort to detail, and we expect

to have reliable information on each by mid-April, The cost estimation
problem is particularly complex and must be approached carefully.
Advocates of a particular approach, in many instances, can alter program
parameters when the cost implications of the first version become clear.
Thus, the cost estimation process -- to be fair -- must provide time

for this iterative process. Once we have reliable cost estimates together
with some judgment about the amount and timing of available resources,

it should be possible to hone in on desirable and feasible packages.

The following sections develop nine options, two of which contain a number
of sub-options. These are not exhaustive descriptions nor do they present
an analysis of pros and cons. Rather, our attempt is to provide enough
information so that the options can be compared and contrasted, and their
principal similarities and differences placed in sharp relief for later
versions of this paper. The emphasis is on the intentions and accomplish-
ments of each option, not on the problems or inadequacies.

For each option, we present a general description, a list of specific
provisions, a few unresolved issues, the variations that could be
accommodated within the general approach, and the options for phased
implementation. We have also provided a table of technical characteristics
for easy reference and comparison.
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1-2

Implementation could be complete within the first year,

Specific Description of AFDC Changes

® Mandate nationally an AFDC-Unemployed Parent program and make it
fully federally financed. Encourage States to implement emergency
assistance programs by raising the matching rate to the regular
AFDC Tevel.

® Require States to base need standards on a somewhat standardized
market basket methodology, but with the actual market basket and
prices determined at the local level. Over time, the standard
would be automatically adjusted for changes in the cost-of-living.
States would retain discretion to pay whatever proportion of the
need standard they wish. Standardize the asset test.

e Initiate a number of management improvement initiatives: For
example, quality control system with positive monetary rewards
for error reduction; State/local participation in Federal rute-
making; 90 percent Federal matching for automatic data processing
acquisitions; improved access to welfare offices; and regular
recipient reporting of income and family composition.

o FEstablish a common administrative structure for AFDC and Food
Stamps.

Unresolved Issues

¢ Extent to which the income definitions and family definitions can
be standardized across these programs without major legislative changes.

Easy Variants

¢ Increasing the amounts and/or the coverage of the Earned Income
Tax Credit.

Phase-In

@ As is clear from the above discussion, one of the principal characfer-

istics of this alternative is that any or all parts could be implemented
quickly.
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Alternative #2

SMALL-SCALE REFUNDABLE TAX CREDIT

General Description

This alternative contemplates: (a) adding a small-scale refundable
personal tax credit to the Federal income tax system (the President has
already indicated that he will propose to replace the personal exemption
with a non-refundable personal credit); (b) complementary changes in AFDC
that would give fiscal relief to many States because of the new refundable
tax credit; (c) complementary changes in Food Stamps, AFDC, and SSI that
would simplify administration across programs. The changes in AFDC, SSI,
and Food Stamps do not involve any major restructuring of Federal-State
relations or administrative structures.

A tax credit reduces directly one's tax liability, while exemptions reduce
taxable income. The latter are, therefore, more valuable to higher income
taxpayers (i.e., those with higher tax rates). Under a refundable tax
credit, direct payments are made to units with a credit in excess of its
tax liability.

Specific Characteristics

Small-scale refundable tax credit

e Convert the personal exemption in the Federal income tax into a
personal credit. (The now extant $35 per person* personal credit
would be folded into the larger credit.) The President has already
proposed this step. The amount of the personal credit could range
from $200 to $300.

¢ Make the personal tax credit "refundable", i.e., when tax liability
is less than the sum of the family's credits, the family is entitled
to the excess credit as a transfer. For a very low income family
of four, this would mean a transfer anywhere from $800 to $1200
per annum depending on the amount of the credit chosen. In cases
where an individual is claimed as a dependent on another return,
he could not claim the credit as a refund on his own return.

e Because taxable income contains so many potential exclusions and
deductisns, it would be desirable to allow the credit as a "refund"
only when the unit uses the standard deduction. It also may be
desirable to require that adjusted gross income be augmented (for
example, by disallowing accelerated depreciation, net capital losses,
and the municipal bond interest exclusion) before the excess credit
is calculated.

o Individuals who are aged or blind would receive the credit only as
an offset against tax liability. SSI may be regarded as a more
generous version of a refundable tax credit already in place.

* The existing personal credit is either $35 per person or 2 percent of
Adjusted Gross Income not to exceed $9000, Thus the credit cannot exceed $180.
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2-3

Easy Variance

o The interaction between the small-scale refundable tax credit
on the one hand, and AFDC and Food Stamps on the other could be
manipulated so as to produce a national standard of adequacy.
The States could be required to ignore some amount of the tax
credit when determining AFDC grants so that the grant plus the
disregarded portion of the credit equaled the desired national
minimum benefit.

Phase-1In

e This option could be accomplished in two steps. First, a non-refundable
personal credit would replace the personal exemption. This is
already being discussed. The second step would be to make the
credit refundable. Twelve to 18 months should be allowed for IRS
gnd the States tgo implement the necessary administrative changes
in tax law operations and in AFDC and Food Stamp Administration.
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FILING UNIT:
ELIGIBILITY:

ACCOUNTING
SYSTEM:

ACCOUNTABLE
PERIOD:

COUNTABLE
INCOME :

ASSET TEST:

BENEFIT
STRUCTURE :

WORK

REQUIREMENT :

FINANCING:

FISCAL
RELIEF:

ADMINISTRATION:

2-5

SMALL-SCALE REFUNDABLE TAX CREDIT (Table 2)
(Changes in AFDC, Food Stamps, and Possibly SSI)

RELATION TO
OTHER
PROGRAMS :

Current law in all three programs.

No fundamental changes from current law.

Monthly retrospective with monthly recipient reporting of
income and family composition.

Three month (assume carry. forward system to lengthen
accountable period).

Standardize recognition of work expenses and other exclusions

and deduction from income across three major means-tested
programs.

No fundamental changes from current law.
No fundamental changes from current Taw.

No fundamental changes from current Taw.

No fundamental changes from current law.

See previous Table.

Continued State adminstration of AFDC and Food Stamps, SSA
administration of SSI.

AFDC and Food Stamps will count the refundable tax credit.
In the case of AFDC, a national minimum pass-through might
be required.
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3-2
¢ A1l employable recipients would be required to work or participate
in a work/training and public service employment program. Refusal to

accept a job paying the minimum wage would cause the assistance to be
discontinued.

Unresolved Issues

Among the most important unresolved issues are:

o Integration with Medicaid. Since eligibility for AFDC-UF carries
automatic eligibility for Medicaid in most States, this could be an
important budget item.

o Treatment of day care. Requiring work or training for AFDC mothers
inevitably raises this issue which is also potentially costly.

e Integration with Food Stamps. The current filing unit for AFDC is
the nuclear family. The filing unit for Food Stamps is the household.
The choice of filing unit can have a substantial effect on program
cost and caseloads. This issue is especially important because a
"cash-out" of Food Stamps is recommended (at State option) for cash
assistance units.

Easy Variants

o To select a slightly higher nationally mandated AFDC minimum benefit.
One option is to set it at three-quarters of the poverty line (about
$275/month for a family of four).

e To use a different Federal cost-sharing formula. One option is to pay
100 percent of the nationally mandated minimum and 25 percent of any
higher levels selected by the States. .

e AFDC-UF could be mandated for all States, but without extending assistance
to families where both parents are present and the father is working
over 100 hours.,

e The AFDC earnings disregard could be ihcreased and the benefit reduction
rate increased. One option that has been suggested is a $100 monthly
earnings disregard and a 70 percent benefit reduction rate.

Phase-in

e Mandating of the national minimums could come at any time. The minimum
could be raised in several steps.

e The changes in AFDC-UF could come in the following sequence:
-- Nationally mandate the program as is.

~- Drop 100 hour rule.
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FILING UNIT:
ELIGIBILITY:

ACCOUNTING
SYSTEM:

ACCOUNTABLE
PERICD:

RECONCILIATION:

ASSET TEST:

COUNTABLE
INCOME :

BENEFIT
STRUCTURE :

WORK
INCENTIVE:

FINANCING:

FISCAL
RELIEF:

ADMINISTRATION:

RELATION TO

OTHER PROGRAMS:

BUDGETARY COST:

3-4

INTEGRATED CASH COVERAGE WITH CHILDREN '

Nuclear Family

Universal eligibility for income-eligible families with
children. Nationally uniform, minimum eligibility standards
to be specified.

Not specified, but would be nationally uniform.
Not specified, but would be nationally uniform.

Not required.

Not specified, but would be nationally uniform.

Sixty percent of earnings after $30/month disregard. (Could
be 70 percent with $100 disregard). One hundred percent on

the other income after monthly disregard of $20. Treatment

of day care: to be resolved.

State-determined with $200 month minimum for a family of four.
Variations by family size unspecified.

Marginal tax rate: 60 perceﬁt in AFDC; AFDC plus Food Stamps

66 percent. All recipients must work (some demographic and

cyclical exceptions) or participate in "Work Stimulation
and Training Program."

’

Three Tier Federal Participating Rate
Minimum Grant - $200 100%
$200 - $300 90%
$300 - $400 50%
$400 0%

Details of determining Federal share of program expenditures
are not specified.

A very high percentage of existing State and local AFDC costs
would be replaced with Federal dollars.

State administration including those States where financing
is 100 percent Federal.

Retain SSI. Eliminate purchase requirement for Food Stamps and
provide State option to cash out.

One estimate is an additional $10 billion for AFDC, $3.6

billion for jobs program, and an unspecified amount for day
care and Medicaid,
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4-2

Food Stamps

e Food Stamps would be generally restructured along the lines already
proposed by the Department of Agriculture. In particular the
purchase requirement would be eliminated, and aspects of the
benefit computation standardized. '

e As noted, the benefit reporting and adjustment system, as well as
the accountable period, in Food Stamps would be changed.

AFDC and SSI

® AFDC and SSI benefit levels would be adjusted upwards to pass-through
the effect of reversing the present sequencing between cash
assistance and Food Stamps.

e AFDC would count Housing Allowance and Food Stamp payments dollar-
for-dollar. This achieves an "in-kind" national minimum for the
AFDC caseload, and reduces AFDC to a cash supplement. The States
obtain considerable fiscal relief. HEW expenditures would also
fall, but Agriculture and HUD expenditures would rise.

o State AFDC payments could either be matched at lower rates than
presently to reflect the new national minimum, or Federal matching
in AFDC could be completely eliminated except for a "hold harmless"
arrangement. In either event, Federal control over AFDC eligibility
and benefit computation rules could be eventually phased-out entirely
as the in-kindnational minimum grew.

Administration

e This alternative assumes administration by the existing State
welfare agencies of the new Housing Allowance program and Food
Stamp Program under contractual agreement with HUD and
Agriculture respectively. AFDC would continue to be operated by
the State welfare agencies as reasonably distinct State entitlement
programs under HEW general supervision. SSI would continue to be
run as a national cash entitlement program by SSA.

e This option does not require explicit alterations in the AFDC reporting
and benefit adjustment system. It may be expected, however, that
the States would voluntarily alter those systems in 1light of the
requirements imposed by theijr administration of the Housing
Allowance and Food Stamp Programs.

Unresolved Issues

o The option does not address the issues of medical care coverage,
job creation, and relationship to other (social insurance) transfer
programs that some other alternatives do. However, it could be
modified to include components that would resolve those issues if
that were desired.
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FILING UNIT:

ELIGIBILITY:

ACCOUNTING SYSTEM:

ACCOUNTABLE
PERIOD:

COUNTABLE INCOME:

ASSET TEST:

BENEFIT STRUCTURE:

WORK
REQUIREMENT:

FINANCING:
FISCAL RELIEF:

ADMINISTRATION:

RELATION TO
OTHER PROGRAMS:

4-4

HOUSING ALLOWANCE

(and FOOD STAMPS)

Same as Food Stamp current law, i.e., broad household
definition. \

Housing Allowance guarantee minus (probably) 25 percent of
income equals payment. Open to all families, counles and

singles who meet the income, assets, and work tests.

Monthly retrospective reporting and benefit adjustment
(same for Food Stamps).

Previous three months (or six months) using carry forward
procedure.

Same as proposed by Agriculture for Food Stamps, i.e., gross
income minus 20 percent of wage and salary income for

work expenses ana minus an initial disregard of (say) $100
per month.

Same as Food Stamps current Taw.

Not specified, probably would follow Food Stamp model. Guarantee
(family of four) would be anywhere from $1500 to $2100.

Same as Food Stamps current law.
Federal general revenues.

The States (as well as the HEW budget) would receive fiscal
relief because of the reversal in sequencing between in-kind
benefits and AFDC. The exact amount would depend on whether
there would be continued Federal participation in AFDC expend-
itures (other than a "hold harmless").

State welfare agencies under contractual arrangements with
HUD and Agriculture. State and local housing authorities
would enforce any standard housing and fair market rent
restrictions. State welfare agencies would continue to
operate AFDC; SSA would continue to run SSI.

New starts in existing housing assistance programs would be
terminated; AFDC would reverse its sequencing with Food Stamps
and housing benefits (after an adjustment in AFDC benefit
Tevels); SSI benefits would generally not be affected.
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5A-2

Unresolved Issues

e There is little experience to guide creation of a large number of job
slots. It may be difficult to achieve the large number of jobs required.

e What will be the nature of the work performed by the public sector
employees? Will some of the guaranteed jobs be provided through
public subsidy of private sector slots, and, if so, what kind of jobs?

¢ I[f there is to be one job per household, which parent gets that
job and what training and Jjob opportunities are provided for the
other parent?

@ Under what conditions could an employee be fired? Could such
employees be included in collective bargaining arrangements?

¢ Is it expected that the SSI program would be left unchanged?

@ Would Food Stamps remain as a supplement to other income or would
the program be eliminated?

e The range of potential definitions of who is expected to work and
who is not has not been fully explicated. For example, is the
head of a single parent family with children considered to be
already providing society with useful work?

Easy Variants

o A wage subsidy or expanded earned income tax credit related to
family size could be added to provide assistance to employed
persons and to encourage reqular employment.

e Some State role could continue by providing cash coverage through
AFDC instead of a Federal cash assistance program for all
"unemployables"; however, this would raise the issue of coverage
for persons not covered (e.g., temporarily disabled).

e A surtax could be levied on PSE earnings based on other income
and family size.

Phase-1In

¢ The guaranteed job portion of the proposal would be phased in by
beginning with families with children and gradually expanding to
all employables. Cash assistance could be provided to the other
employable units in the interim.

e The cash assistance program for the unemployables could be phased in
beginning with appropriate alterations in the AFDC program and
gradually adding the rest of the population not expected to work.
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UNIVERSAL JOBS/CASH

JOBS PROGRAM: Job guarantee for all units with a member
expected to work.

FILING UNIT: Nuclear family only parents with children under
18 in a unit; other related or unrelated household
members and persons living alone would be in separate
units.

COVERAGE: Categorical, one job per unit to head (or other member
expected to work) in units with a member expected
to work, could also choose the job.

EXPECTED TO WORK: Exempt if over 65, under 18, disabled, or a care-
taker for children under 6 or a disabled adult.

ASSET TEST: Federal standards similar to Food Stamp test,
included assets not to exceed $1,500.

INCOME TEST: Eligible if income is less than 200 percent of
the poverty line.

COUNTABLE INCOME: The accounting system would be prospective and
the accountable period one year. Prior earnings
of the public employment participant would not
count. Earnings of other unit members would count.
SST and UI would not count. There would be no
disregards for work or child care expenses.

BENEFIT STRUCTURE: Nationally determined, one guarantee linked to
median family income and varied by family structure.

Parents with children: 1/2 median family income ($7200 in 76)
Single-parent with children: 3/8 median for half-time work or
1/2 median for full-time work

Childless couple: 3/8 median
Single individual: 1/4 median
SANCTION: Units with a member expected to work who refuses

the guarantee would be entitled to 75 percent of the cash
program assistance level.

FINANCING: Federal, including wage payments. administrative
costs, and 15 percent overhead for equipment and
supervision.

‘ADMINISTRATION: Federal rules, State administration, and local

supervision of job projects.
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Alternative Options for Universal Jobs/Cash Programs:

1.
2.

Low Wage Jobs/Cash option; job guarantee at $4,000 and cash at $2,800.

Earned income tax credit on regular earnings (two levels): with Tlow
wage 5 percent per family member on maximum of $4,000 earnings and
phase down at same rate, with high wage 15 percent per member on maxi-
mum of $5,000 earnings and phase down at same rate.

Cash program earnings treatment option; disregard first $100 per month
of earned income and tax remainder at 100 percent.
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5B-2

Easy Variants

o Guaranteed job coverage at the Tow wage rate could be expanded to
additional categories (e.g., childless couples and individuals).

e Food Stamps could be replaced with a cash supplement (compare REACH
described as an addendum to #6 below). v

Phase In

e Jobs could be provided first for two-parent family heads and later
for heads of single-parent families.
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IT.

ADMINISTRATION:

RELATION T0O

OTHER PROGRAMS :

CASH PROGRAM:

EILING UNIT:
COVERAGE :
EXPECTED TO
WORK: ‘
ASSET TEST:
INCOME_TEST:

BEMEFIT

3
ST/ CTURE:

COUNTABLE
INCOME :

SANCTION:

5B-4

Federal rules, State administration, and local
supervison of job projects.

For units with parents expected to work with
children, 1) AFDC and Food Stamps would be
eliminated, 2) the earned income tax credit
retained, 3) child care for school age children
provided free; for parents with children and no
member expected to work, AFDC and Food Stamps would
be retained; for the aged and disabled, SSI and
Food Stamps would be retained; for other units,
present coverage (Food Stamps) would be retained
with GA remaining as a State option.

Assistance for parents with children and with no
member expected to work.

Same as for job program.

Categorical, parents with children and no member
expected to work.

A11 but persons exempt under job programs.
Same as for job program.

Eligibility 1imit for applicants would equal
the benefit level; eligibility Timit for
recipients would be higher by the amount of the
disregard.

State minimum ($1800 for a two-person family,

$2300 for three persons, and $2800 for four persons);
States with benefit levels above the minimum would
not be permitted to lower payments below the
minimums, States with benefits below minimums would
not be permitted to reduce levels; State supplements
would be permitted.

A1l dincome reduces benefits dollar for dollar,
with a flat $25 monthly disregard.

Not applicable.
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Alternative #6

TRIPLE-TRACK

General Description

The Triple-Track proposal.starts from the assumption that the present

low income population falls into three definable groups: (1) those
households which contain an employed adult but have insufficient earnings
to meet basic consumption requirements (the "working poor"); (2) those
households in which an adult is expected to work but has no job; and (3)
those households in which no adult is expected to work outside the home.

Each of these categories requires a different assistance strategy. The
first group requires income supplementation; the second requires employment
assistance and a job; and the third requires a basic cash grant. The needs
of these groups would be met through a three-track strategy that utilizes,
but substantially restructures, existing institutional mechanisms for
delivering benefits to recipients. In common with other categorical cash
and jobs approaches, Triple-Track assumes that it is feasible to separate
those who are expected to work from those who are not, and proposes an
extensive employment and training stratagy that includes the provision

of PSE jobs. It does not, however, guarantee a PSE job.

Triple-Track is based on the view that the welfare systemhas become overly
burdened by unemployment, educational and other social problems. The
presence of these problems has contributed to the stigma attached to welfare
status. Welfare should be returned to a more limited income support role
for families and individuals who cannot and are not expected to provide for
themselves. The unemployed and the working poor should be assisted by
employment related programs under the Department of Labor and through the
tax system. This refocusing of policy and program responsibility will
reduce the stigma associated with low income status, in part because the
unemployed and working poor will be assisted by programs which are accorded
greater public approval (e.g., UI).

Specific Characteristics

Track #1: Tax Reform for the Working Poor

The working poor track is for those households with an employed member but
insufficient income to meet basic consumption needs. These households
would be assisted by income supplementation through the Earned Income Tax
Credit and Food Stamps.

o Eligibility would extend to all households in which at least ane
adult member is working.

e Benefits would be provided through an expansion of the Earned Income
Tax Credit (EITC) to include childless couples and unrelated
individuals. The EITC would vary by family size. For example, a
family of four might earn a 40 percent credit on earnings up to
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Track #3: The Welfare Track

The Welfare Track would be for those households in which no adult is

expected to work outside the home. Eligible households would be assisted
through a federally financed cash program with a national minimum payment
level (possibly set at 75 percent of the poverty line). Benefits would

vary by household size and perhaps by regional cost-of-1iving differences.
Social and other rehabilitation services would be available to eligible
recipients to enable them to move to another track when, and if, appropriate.
The present SSI program for the aged, blind and disabled would be retained.
SSI eligibles would be removed from the household filing unit.

e Eligibility would extend to persons aged 65 and over and their
dependents; disabled individuals and their dependents; persons who
for health reasons have been out of the labor force for several
months or more; and single parent families with a child under six.

e There would be no work requirement.

¢ Unearned income would be taxed at 100 percent. A small amount of
earnings might be exempted (e.g., $30 per month).

Unresolved Issues

® In most versions of Triple-Track, the household is the basic unit
of eligibility. The employment status of the primary earner
determines which track the household enters. In some cases, a
household might find it advantageous to split up such that some
members could qualify for the welfare-track while others could
simultaneously qualify for either the manpower or working poor
track. The extent to which this should be permitted or encouraged
is still at issue. Some proponents urge a family rather than a
household filing unit. While this would reduce the incentives for
households to split up, a smaller filing unit would tend to increase
overall costs.

e In general, Triple-Track advocates want households that work to be
better off than those that don't. Thus, the working poor should, in
general, be better off than those receiving either a Manpower Track
stipend or a PSE job. Some households with a member working at a
low wage rate might be better off in the Manpower Track, however.

A SUAB stipend that varies by family size could also result in a
higher income than the same family could receive from a PSE job.
While most Triple-Track advocates will accept some movement between
tracks, especially among the low wage working poor, the exact shape
of the incentive structure across all three tracks needs final speci-
fication.
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e The Welfare Track would require new legislation to establish
Federal payment standards.

e A Three-Track data network would need to be established to avoid
absent or duplicated payments and should probably also include a
quality control system.

e A phase-in schedule should be developed to reassign recipients
in stages to new programs.
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e The present emphasis of REACH is on families with dependent children,
Childless couples and unrelated individuals are not eligible for
training or PSE and are assisted only by Food Stamps and employment
stimulants. SSI could be retained for the aged, blind and disabled,

and an EITC might be employed to further assist childless couples
and unrelated individuals,
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FILING UNIT:
ELIGIBILITY:

BENEFIT
STRUCTURE:

TREATMENT OF
INCOME:

ACCOUNTABLE
PERIOD:

ASSET TEST:

WORK
REQUIREMENT:

FINANCING :

ADMINISTRATION:

6-9.

TRIPLE-TRACK (Table II)

Manpower Track

As under working poor track.

A11 households containing an employable adult

who is unemployed and no member working full-time.
Secondary workers would be permitted some earnings,

but household income below 150 percent of poverty line.

Regular UI for those eligible with benefits set at
67 percent of recipients average weekly wage up to
75 percent of State average wager. Twenty-six week
Timit. SUAB for all other. Benefit varied by
family size:

-- one person family $2,200
-- four person family $4,200

PSE job: Annual income from PSE between S4,200
and $4,600. A1l households eligible for Food Stamps.

Regular UI benefits are not means-tested.

SUAB benefits tax unearned income at 100 percent.
Earned income taxed at a 45 percent rate up to
breakeven at about $9,500 for a family of four.

Food Stamps as under current law (counts UI, SUAB
and PSE). '

Quarterly or monthly

Similar to Food Stamps.

A1l primary earners from eligible households required
to report for placement or accept referral to
training. For 30 days recipient can refuse a

bona fide job offer. After this period, recipient
must accept bona fide job offer or placement in

PSE job or face removal from the program. Expelied
household can revert to welfare track, but a refusing
primary earner is removed from filing unit.

100 percent Federal financing of all but Regular UI.

Department of Labor through UI, ES and CETA.
Food Stamps Administered by HEW.
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Alternative #7

CONSOLIDATED CASH PROGRAM
{(with a Jobs Component)

General Description

This welfare reform approach includes the following elements:

Replacement of Food Stamps, SSI, Veterans Pensions, the Federal
presence in AFDC, possibly new starts in housing programs for
the low-income population, Unemployment Insurance extensions
beyond twenty-six weeks, Indian General Assistance, and most
State programs of General Assistance with a consolidated cash
assistance program for all low-income people. This program
might be administered by HEW directly (through SSA or a new
agency), the States under contract from HEW and/or Treasury,

or by the Treasury Department (through IRS or a new agency).

Appropriate modifications in Unemployment Insurance for the
twenty-six weeks duration in order to cover and support more
adequately the low-income population.

Close-ended Federal participation (i.e., block grant) in an
Emergency Assistance program designed and operated by the
States. The States would also be encouraged to maintain their
AFDC programs through a "hold harmless" arrangement until such
time as the basic Federal cash assistance program grew to a
level sufficient to render AFDC less relevant. Most Federal

“restrictions on AFDC would be 1ifted.

A Federally-funded public service jobs program large enough
to cover most adults who are expected to work and who are
part of households receiving cash assistance.

The minimum in OASDI could be eliminated to offset partially
the costs associated with the new cash assistance program's
more generous treatment of social insurance transfers (relative
to present treatment in SSI and AFDC).

Specific Characteristics

Consolidated Cash Program

The guarantee (or basic benefit) structure of this program would
dominate present SSI plus Food Stamps levels, the Federal share
of the largest amount paid in AFDC plus Food Stamps (in all but
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L

Depending on cost constraints, relatively few adults might be required
to participate in the jobs program (for example, no single-parent
family heads with children under fourteen), or relatively many could
be required to participate. Also depending on cost constraints, the
wage rate could be relatively low (at least minimum wage) or relatively
high. Note that the higher the pool of participants and the higher
the wage rate, the lower the disbursements from the cash program.
Adults who are totally excused from the work test, or adults who are
not required to take the job until having exhausted UI benefits (or

an equivalent period of time) will be allowed to volunteer for a
public service job. Thus, the jobs program could be open-ended in its
funding.

The reduction rate against the household's cash benefit for earnings
from the public sector jobs program will be 63 percent (instead

of the normal 50 percent) in order to provide an incentive to

switch to private sector employment.

Administration

o

The cash program would probably be administered directly by an agency
of the Federal Government. The most likely possibility would be a

new agency in Treasury or HEW, although the new apparatus could report
to an existing official if that were desired (e.g., the Commissioner
of Social Security or the IRS Commissioner).

The public sector jobs program would be administered by the Department
of Labor, probably by means of contractual arrangements with other
Federal agencies (e.g., Interior, ACTION), State and local governments,
and possibly non-profit agencies.

Unresolved Issues

©

Exact specification of the benefit structure, the household definition,
the assets test, the income definition (especially the accountable
period) must await more cost and caseload analysis.

A special issue of considerable importance is whether the definition
of income should allow some recognition of the work expenses of
salaried individuals and, if so, how: A standardized treatment for
all expenses? Should only some households be eligible for the adjust-
ment of income?

The modifications in the Unemployment Insurance program for more
adequate and complete coverage of the low-income population have not
been specified.

Relationship to medical care coverage has not been specified.

Will day care be directly provided or will some account be taken of
day care costs in computing benefits?
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FILING UNIT:
ELIGIBILITY:
ACCOUNTING

SYSTEM:

ACCOUNTABLE
PERIOD:

ASSETS TEST:

BENEFIT
STRUCTURE :

INCOME
DEFINITION
AND TREATMENT:

FINANCING:
FISCAL RELIEF:

ADMINISTRATION:

RELATIONSHIP TO

OTHER PROGRAMS:
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CONSOLIDATED CASH PROGRAM

Household (all relatives related by blood, marriage, or
adoption living under the same roof; some special rules)

Universal eligibility on the basis of household size, in-
come, assets, and compliance with the work test.

Monthly retrospective reporting and benefit adjustment.

Six (possibly twelve) months using the carry forward system.

A1l assets at net worth. Broad initial exclusion. Ten
percent imputation to income from net worth of assets be-
yond the exclusion.

Basic benefit would be $3,300 for a married couple, a single
parent and first child, or a head of household and adult,
dependent relative. A1l other adults would add $1,100 to
the basic benefit, except that aged, blind, or disabled
individuals filing separately would receive $2,200. A1
other children would add $550.

A1l dinclusive definition of income with probably a standard
adjustment to income against wage and salary income for
certain households; special rules for the self-employed.

50 percent reduction rate on most earnings and other private
source income, 60 percent rate on earnings from PSE jobs,

75 percent rate on social insurance income.

Federal general revenues.

A high percentage of existing State and local welfare ex-
penditures would be replaced by the universal Federal
program. ~

Federal agency or States under contract from the Federal
Government.

Would replace Food Stamps, SSI, Federal presence in AFDC
(except for a "hold harmless"), Veterans Pensions, Indian
General Assistance, Unemployment Insurance extensions
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Alternative #8

SOCIAL SECURITY INITIATIVES
AND DISABILITY

General Description

Many have long advocated the use of social insurance to reduce, and eventually
eliminate, poverty. These programs already prevent many families and individuals
from falling into poverty status (although, it is reasonable to assume, that

the means-tested program would be larger absent social insurance) and enjoy
greater public support than welfare. Means-tested welfare, as such, could be
reduced further by selected expansions in the social insurance programs.

Possible steps are:

- Expand the use of the unemployment insurance mechanism
(one possible set of measures along these lines was
discussed in alternative #6).

- Replace the personal exemption in the tax system with a
refundable tax credit or, alternatively, a children's
allowance which is linked to the tax system (one variant
of this proposal was discussed in Alternative #2).

- Revise Social Security (OASI) along the lines of a two-
tier demogrant/earnings related benefit structure such as
discussed below.

- Reduce some of the work history requirements for Disability
Insurance and ease the employment test in that program
for older workers; introduce Federal standards into Workmen's
Compensation that would raise replacement rates, require
cost-of living adjustments, extend duration of benefit
payments, and broaden both covered occupations and the
definition of work-related injuries; introduce a national
temporary disability insurance program into the Social
Security System.

Two-Tier Social Security (QASI) System

The proposal would convert 01d Age-Survivors Inéurance (OASI) into a two-tier
system of demogrants and wage-related benefits,

-- The bottom, demogrant, tier would be set eventually at a
level sufficient to guarantee at least a poverty level income.

-- The second, earnings-related, tier would be calculated according
to contributions and a rate of return that reflected the
society's historical real growth rate.
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Alternative #9

Block Grant Approach

General Description

Certain aspects of current income maintenance policy reflect some national
preferences in adequacy and eligibility, e.g., OASDI, SSI, and Food Stamps.
Other aspects -- e.g., UI, AFDC, and housing assistance -- involye Federal
contributions to programs that are based on State or local preferences
concerning adequacy and eligibility. Some have advocated that major portions
of income assistance should be remitted more fully to State responsibility
and discretion. Possible components of a block-grant strategy might be:

- Closer integration of OASDI and SSI (along the lines discussed
earlier) for the aged and disabled populations.

- Expansion of Survivor's Insurance to cover more AFDC-type
families (see above).

- Conversion of AFDC, housing assistance, and perhaps other
programs into a block grant program of assistance to State
Governments to design and operate their own income assistance
programs for the non-SSI population.

- Conversion of Food Stamps into a small-scale cash demogrant
(perhaps linked to the tax system); or the incorporation of
Food Stamps into the block grant).

The thrust of this approach is to identify national preferences in income
distribution and to translate those preferences into social insurance and
demogrant mechanisms, and otherwise engage in redistribution through the

States on the basis of their relative wealth and share of the low-income

population. (These specifics are based on testimony by Roger Freeman

of the Hoover Institution in 1972 before the Senate Finance Committee).

Specific Description of a Possible Block Grant Approach

Once the programs for inclusion in the block grant were identified, the

Federal percentage of aggregate expenditures in those programs could be
determined on a State by State basis, and the present reality in overall

Federal matching rates could be converted into a close-ended formula grant
(e.g., in FY 1976 State “X" spent $100 million in the programs included in

the block grant, 70 percent of which was Federal money). Over the next

several years, the Federal percentage could be dropped 1 or 2 percent each year,
while Federal tax levies simultaneously are being lowered. At some point,

a situation would be reached in which only the lowest income States would

be receiving Federal grants.
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A-2

Workmen's Compensation

Benefits under Workmen's Cecmpensation will reach an estimated $6.7 billion*

in FY 1977. Every State has enacted workmen's compensation laws to provide
financial protection against loss of income, medical expenses, or death

due to injuries on the job. The first law was enacted in 1908 -- a law

passed by Congress covering Federal civil service employees. Similar laws
were enacted subsequently by the States. Programs generally are administered
by State departments of labor or independent workmen's compensation boards.
Most State programs are financed entirely by employers. Coverage of employees
varies from State to State, but coverage is provided for about 85 percent of
employees nationwide.

Generally, for an individual (or his family) to qualify for benefits he

must have sustained an injury or been killed in performing his duties, but
the injuries must not have arisen due to the employee's gross negligence
willful misconduct, or intoxication. Some States cover certain occupational
diseases. Benefits are payable to a disabled worker, and in the case of
death, to the worker's survivors. Some States pay dependent's benefits.
There are no income or assets tests under most laws. Benefits are paid

in the form of periodic cash payments, lump-sum payments, medical services

to an injured worker, and death and funeral benefits for worker's survivars.
Most States also provide rehabilitation services or benefits. Benefit levels
for temporary disability are about two thirds of a worker's weekly wage in
most States. Death and permanent disability benefits vary widely among States.

* Workmen's compensation payments were $5.6 billion in 1975. Payments have
been increasing at about 15 percent per year.
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01d-Age, Survivors, and Disability Insurance

In FY 1977 an estimated $81.9 billion will be paid to an estimated 33.1 million
beneficiaries. 0Old-age insurance was enacted in 1835, survivors insurance in
1939, and disability insuvrance in 1956. O0ASDI is federally financed by payroll
taxes on employers and employees which are maintained in Federal trust funds.

It is administered by the Federal Government (HEW's Social Security Administra-
tion), with the contracting out of disability determinations to State vocational
rehabilitation agencies.

About 90 percent of the nation's labor force works in employment covered by OASDI.
For each calendar gquarter of covered employment during which workers earn at i&:
$50, they are credited with a '"quarter of coverage". Full retirement benefits

are available to workers at age 65, provided they have sufficient quarters of
coverage (40 or in soine cases less). Survivors benefits are payable to depen-
dents of deceased workers. Disability benefits are payable to workers who have
20 quarters of coverage out of their last 40, and who are found sufficientiy
disabled to be unable to earn a significant amount from employment for at least
12 months. Benefits also are payable to wives or dependent husbands of primary
beneficiaries, children who are under 18 or who are 18-22 and full-time students,
and some parents and grandchildren.

Benefit eligibility and payment amounts are not affected by receipt of unearned
income, with the exception of beneficiaries entitled to both disability and
workmen's compensation benefits (combined benefits may not exceed 80 percent of i
worker's average current earnings before he became disabled). Earned income is
subjected to the "retirement test". Under this test beneficiaries are aiiowea

to earn up to $3000 a year without benefit reduction. $1 in benefits is sub-
tracted for each $2 of earned income above $3000. Regardless of the amount of
annual earned income, full benefits are payable for any month where earnings

are $250 or less, and for all months beginning at age 72.

ot
)
rD

Benefits are paid monthly in the form of checks issued by the Treasury. Benefit
amounts are calculated according to a formula which is applied to a worker's
average monthly earnings over his lifetime which were subject to the payroll
tax. The five lowest years of earnings are dropped from the computation. De-
pendents of 1iving workers receive 50 percent of the worker's benefit, subject to a
family maximum. Aged widows receive 100 percent of the worker's benefit amount,
and surviving dependent children receive 75 percent (again subject to a family
maximum). Workers coming on the rolls at age 62 through 64 receive permanently
reduced benefits. Benefit levels are weighted to give workers at the lTower &nd
of the benefit scale (minimum is currently $108) a higher wage replacement ratic
than workers at the high end ot the benefit scale (maximum is currently $387).
The current average benefit to retired workers is $224; the current average to
aged couples is $372; and the current average to disabled workers is $242.
Benefits are automatically adjusted each year by the increase in the cost of
1iving. There are no work requirements as such under OASDI, but disabled bene-
ficiaries must accept vocational rehabilitation services should their condition
warrant them.
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A-6

Because of recent high unemployment, a temporary emergency benefits
program provides still another 13 weeks benefits should extended benefits
be exhausted, and 13 weeks beyond that (for a total of 65 weeks) in
especially high unemployment States.

A1l worker beneficiaries are subject to a work test -- they must be able
to work and be available for work. They may be disqualified from benefits
for refusal to apply for or to accept suitable work without good cause.
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Special Benefits for Disabled Coal Miners (Black Lung Program)

In FY 1977 an estimated $950 million will be paid to 480,000 beneficiaries.
The Black Lung Program was enacted as a part of the -Coal Mine Health and
Safety Act of 1969. It is financed through open-ended Federal appropriations
from general revenues. The Social Security Administration handled all

claims through June of 1973, after which the handling of most new claims

was transferred to the Department of Labor. SSA continues to make

benefit payments and adjustments for all claims under its original juris-
diction, and also takes new claims under contract with the Department

of Labor.

To receive benefits an individual must be (1) a coal miner totally disabled
due to pneumoconiosis (black lung) arising out of employment in a coal
mine; or (2) a widow, orphan, dependent parent, brother, or sister of a
coal miner who was totally disabled from black Tung at death or whose

death was caused by black lung. Miner's and widow's benefits are increased
where there are dependents. Benefits of miners are subject to the social
security retirement test on all earned income (i.e.,benefits are reduced

by $1 for each $2 of earned income above $3,000 per year). Unearned income
is disregarded, with the exception of a dollar for dollar reduction against
any State workmen's compensation payments, unemplioyment compensation, or
State disability insurance payments received because of the miner's disability.

Benefits are paid monthly in the form of checks. The basic benefit payable
to a miner or widow is currently $205.40 per month. This benefit is increased
by 50 percent if the miner or widow has one quaiified dependent, 75 percent

- for two dependents, and 100 percent for three or more dependents. There are
no work requirements for benefit eligibility.
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General Assistance \

General Assistance s a generic name for a wide variety of income maintenance
programs financed and administered solely by State and local governments.
These programs are expected to provide between $1.2 and $1.5 billion in
transfers in FY 1977. Each month benefits are provided to approximately
900,000 recipients.

General Assistance programs date back to an early period when States had

programs to serve paupers and indigents. The programs were somewhat more
important before the development of the federally assisted income support
programs. For example, during some months of the Great Depression, there
were more than 5 million GA recipients.

General Assistance programs are known by a variety of names including:
General Relijef, Emergency Relief, Home Relief, and General Assistance.
The most common forms of assistance are cash or vendor payments for items
including food, rent, utilities, or medical services.

The basic eligibility condition is need, but definitions vary among and
within States. Deterininations may be based on the type and extent of

need related to available income, rather than on a uniform income criteria.
Other factors determining eligibility normally relate to employability,
residence, assets, eligibility for federally assisted income transfer
programs (those found eiigible for AFDC, AFDC-UF, and SSI are often
ineligible for General Assistance), and the presence of relatives

legally required to provide support.

Standards of assistance are substantially the same as those in federally
assisted programs in about one third of the States. Other States use
standards that are either less generous or very different from those

in federally assisted programs.

Income definitions generally are very inclusive, although some programs
do permit the deduction of tax payments and work related expenses. For
emergency or short-term assistance, current income is considered. For

continuing assistance, a monthly accountable period is used.

‘Most General Assistance programs have work requirements for able-bodied
recipients; some programs require work relief as a condition of benefit
receipt.
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Aid to Familjes with Dependent Children: (AFDC)

The estimated costs of AFDC for FY 77 are $10.3 billion (Federal share $5.7.
bi1lion) with benefits going to an estimated 11.4 million recipients.

AFDC was enacted in 1935 to provide aid to needy children. In 1950, coverage
was extended to needy parents, and in 1961 families with unemployed fathers
could be included at the States' option (UF program).

AFDC is a joint Federal, State, and (in some States) local program. The Federal
share of payments varies from State to State ranging from 50 to 90 percent. ‘cre
limited Federal sharing is provided for Puerto Rico, Guam and the Virgin Isiangs.
The program is administered by State and local governments, and the Federax
Government pays 50 percent of the Administrative costs.

AFDC benefits are limited to families with children lacking parental support due
to death, continued absence, and physical or mental incapacity, and at the
States' option, because the father is unemployed. Children must be under 13,
or, at State option, 18 to 21 and in school.

Families in which the father is unemployed may receive benefits if the father

is unemployed (including employment of less than 100 hours a month) for 30 davs.
and has had previous employment in 6 or more quarters in a 13 calendar quarter
period prior to application, or was qualified for unemployment compensation
within one year prior to application. Applicants must apply for and accept
unemployment benefits for which they are eligible.

Benefits are reduced one dollar for each dollar of unearned income, except For
small amounts that are excluded, at State option, in a few States. Child sup-

port payments are paid to the administering agency as reimbursement of assistance
paid and do not reduce the benefits to the family. (A child support enforcament
agency in each State, authorized under the Social Security Act, has responsibiiity
for locating absent parents and enforcing support. Support enforcement services
are also available to non-recipients).

The treatment of earned income is such that the benefit is reduced 67 cents for
each dollar of earned income above the first $30 per month. Reasonable work
expenses and child care expenditures are subtracted from countable income, which
has the effect of decreasing the benefit reduction to less than 67 cents on a
dollar of earnings for workers with such expenses.

In 13 states, the method of calculating benefits results in additional exclusions
of earned or unearned income. When the maximum amount payable is less than

the payment standard (amount from which countable income is deducted to determine
the benefit), the benefit is not reduced until countable income exceeds the
difference between the payment standard and the maximum payable amount; or,

when a State pays only a percentage of the difference between the payment stan-
dard and countable income, the benefit is reduced by less than the amount of
countable income.
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‘Medicaid .
Estimated FY 1977 Medicaid expenditures total $17.2 billion, $9.7 billion of
whcih constitute the Federal share. An estimated 24.7 million individuals
will receive some benefits.

The Medicaid program (Title XIX of the Social Security Act) was enacted in 1965
“in order to consolidate and expand grants-in-aid to States and Territories for
medical assistance to welfare recipients, and, at State option, to the medically
indigent (whose income precludes eligibility for categorical cash assistance

but is insufficient to pay full medical costs).

Medicaid, 1ike AFDC, is a joint Federal-State program. (Each State may choose
whether or not to participate; only Arizona has no Federally reimbursed program. )
The Federal share of payments to medical care providers varies from 50 to 79
percent, depending on relative state per capita income. More limited Federal
sharing is provided for Medicaid programs in Puerto Rico, Guam and the Virgin
Islands. The program is administered by State and local governments; the Federal
Government pays for more than half of the administrative expenditures, the

exact share depending on a complex formula of various sharing rates for

various administrative expenses.

Two types of families are eligible for Medicaid benefits: Those who are recipients
of either AFDC or SSI; and those who would be categorically eligible for AFDC

or SSI, and whose income is no more than one-third greater than AFDC basic

benefit levels when their medical expenses are deducted from their incomes.

(The latter category, the "medically indigent", are covered in only 25 States

and D.C. Most of these States limit eligibility to less than 133 percent of

AFDC standards.) Some other categories may be covered at State option.

Benefits are medical care services, some mandatory and some optional, for which
payment is made on behalf of recipients. Limited cost-sharing (related to
income) is permitted on a number of services, and several States have used
this feature. For most AFDC recipients, and the majority of SSI recipients,
covered medical services are free. With respect to SSI recipients, fourteen
States have elected the option of extending medical assistance eligibility
only to those SSI recipients who meet the eligibility conditions for Medicaid
that were in effect in the State in 1972. 1In all States the SSI benefit level
is reduced when they are in a medical institution more than 30 days and more
than one-half of institutional costs are paid by Medicaid; and they may be
required to pay a portion of their income toward the institutional costs.

For the "medically indigent" and for SSI recipients in States electing the
1972 eligibility option, there is a “spend down" provision that requires
these individuals or families to spend for medical care any income in excess
of the eligibility level before medical assistance payments can be made for
them,
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Basic Education Opportunity Grants

~An estimated 1.9 million persons will receive an estimated $1.8 million in
BOGS payments in FY77. The program was enacted in 1972. It is Federally
funded, and is administered by HEW's Office of Education.

BOGS is designed to benefit low-income post-secondary students. A student of
any age may qualify for a grant if he is enrolled at least half-time in an
accredited school. As a general rule, a school is accredited for the purpose
of the BOGS program if it requires a high school diploma for admission.

A student usually qualifies on the basis of his parents' income. In some
instances, the student is considered independent, in which case his parents'
income is disregarded. The grant is calculated by taking $1400 minus the
family's expected contribution or 1/2 of the cost of atten:ance, whichever is
less. Included in the cost of attendance are tuition, room and board, and a
flat $400 for books, commuting, etc.

The expected contribution is calculated by first summing adjusted gross

income and non-taxable income and transfers, less allowable deductions.
Allowable deductions include the poverty threshold, medical and casualty
expenses, paid Federal income tax, and a housekeeping allowance for single
parent and two-worker households. Then, 20 percent of the first $5000 and

30 percent of the remainder are added to the asset tax to arrive at the family's
expected contribution. The asset tax is 5 percent of net market value after

an exemption of $12,500 (or $25,000 in the case of farm or small business
families).

The éccounting period used is the calendar year prior to the year of the grant.
Certain grants may be reevaluated if the estimated current year income is much
greater than that of the previous calendar year.
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The Earned Income Tax Credit

The earned income tax credit is expected to provide about $1.3 billion in
benefits to 6.3 million tax units in fiscal 1977.

The earned income credit is a Federal program operated by the Internal
Revenue Service as a provision in the Federal Income Tax. ‘

The earned income credit first applied to calendar year 1975 tax returns.
The credit has been extended through tax year 1977.

Individuals and couples maintaining a household that is the principal

place of abode of an own or adopted child who is either under 19, 19

and over and in school, or 19 and over and disabled are potentially eligible
for the credit.

The earned income credit is equal to 10 percent of earned income up to a
maximum credit of $400. The credit is reduced by 10 percent of the amount

by which adjusted gross income exceeds $4000; therefore, tax units with

annual adjusted gross incomes in excess of $8000, do not qualify for a credit.

The earned income credit may either be used to reduce positive tax liabilities
or may be refunded to the extent that the credit exceeds positive tax
liabilities.

The credit is based upon income and earnings over the calendar year for which
taxes are being filed.
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Disregard (Set Aside) -- Income which is not included in calculating countable
income. In SSI, for example, ths first $20 per month of unearned income
and the first $65 of earned income per month are "disregarded" in deter-
mining countable income.

Filing Unit -- The person or group of persons which may (or must) apply to
receive benefits. =

Horizontal Equity -- People in similar circumstances (for example, in similar
need) should receive similar treatment.

Income Assistance -- Commonly known as "welfare". Transfers based on the
recipient’s income. Sometimes referred to as "means-tested" or "income-
tested" programs. '

In-kind Benefits -- Transfer benefits that come directly in the form of a good
or service. Includes voucher payments whose use is restricted to the
purchase of specific goods or services.

Intact Family -- A family with both parents present in the home.

Low Income Population -- A generic term for individuals and families in the
lowest quintile, quartile, etc. In some usages, equivalent to the poverty
" population.

Marginal Tax Rate -- See Benefit Reduction Rate.

Need Standard -- Under the AFDC program, the need standard is the amount of money

recognized by a State as the level required monthly for meeting basic needs
(including shelter) for a family of specified size. In most States, it is
this amount against which income from all sources, after application of
income allowances and disregards provided by law, is compared to determine
financial eligibility for AFDC. Use of a need standard for determining

eligibility and the amount of the assistance payment is mandatory upon States.
The payment standard is the amount of money from which is deducted the income
available for basic needs (total income less income allowances and disregards

provided by law) to determine the amount of the AFDC payment for a family
of specified size. The payment standard may be equal to or less than the

need standard. The largest amount paid for basic needs (which in some States

is Tess than the payment standard) is the maximum payment or the largest
monithly amount that can be paid under State law or agency regulations to
the specified assistance family.

Notch -- An extreme case of high benefit reduction that occurs when a very small
increase in countable income causes a very large drop in benefits (for ex-

ample, moving over the AFDC income ceiling and thereby losing all Medicaid
benefits).

Poverty ~- Poverty thresholds were developed by the Social Security Administration

and are updated annually.- The poverty threshold for a nonfarm family of
four persons was $5038 in 1974 and $5820 in 1976.
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